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ABSTRACT
This study identified the financial information used 
by the loan officers in a commercial lending context. The 
identification of information acquisition made it possible 
for the researcher to verify whether the manipulated 
financial information in the experiment was processed by the 
subjects. As a consequence, the inference concerning the 
impact of the treatment on loan officers’ decisions could be 
more conclusive.
Most real decision tasks are similar to a situation in 
which the decision maker has to search for and decide which 
information to use rather than conforming to an a priori 
decision model specified by the researcher. The subjects in 
most lens model studies are, however, requested to perform 
tasks based on the cue sets predetermined by the 
researchers. Therefore, this study was also designed to 
investigate the impact of cue-selection discretion on loan 
officers’ decision-making.
The impact of lessee accounting per SFAS 13 was used 
to operationlize this research methodology. According to 
the information acquisition of each subject, it was revealed 
that very few subjects processed the manipulated information 
disclosed in the footnotes. The MANOVA test revealed that
neither the lessee accounting per SFAS 13 nor the time 
pressure affected loan officers’ decisions in terms of 
credit line and interest rate. The ANOVA test indicated 
that cue-selection discretion had a significant effect on 
loan officers’ lending decisions when the lessee company 
capitalized the leases.
This study also investigated the impact of time 
pressure* experience level, and education level on the 
amount of information processed by the loan officers. The 
ANOVA results indicated that the incidence of the time 
pressure, the experience level in evaluating loan 
applications, and academic degree did not affect the amount 
of information retrieved by the loan officers.
CHAPTER 1
INTRODUCTION
The role of financial reporting has been discussed for 
many years (e.g.) Storey 1964, AAA 1966, AICPA 1973s Ijiri 
1975) and FASB 1976a). In the late 1960’s, the purpose of 
financial reporting shifted from the stewardship function to 
the informational approach (Beaver 19B1, 4). This shift was 
reflected by numerous research studies in the areas of 
information economics) security prices, and behavioral 
research.3
In 1977) the Financial Accounting Standards Board 
(FASB) issued Statement_of_F_inanc2 Account^ jng_Concepts
No_.__l _s Ob j ec t j. v e s_o f _F J. n ancia 1 _R eg o r t i jng_b y_ Bu s^ ness
Enterprises (SFAC 1), which contended that financial 
reporting should provide useful information to investors, 
creditors, and other users (FASB 1977, para. 37). SFAC 1 
recognized the heterogeneity of external users and their 
interest in the prediction of the amount, timing, and 
uncertainty of future cash flows. Therefore, the FASB 
argued that financial statements should be prepared for 
general purposes rather than being directed toward the 
specific needs of a particular user group. Furthermore, in
lSee» for example, Feltham 1969, Fama and Laffer 1971, 
Demski 1974, Grossman 1976.
1
2
Statement _qf _F i_nanc i_a 1 Account i ng__Concepts_No . 2 ^
Qy.§.LLt §.tLve_Chajr a^t^r y=,t^cs_o^_Acco^nt ̂ ng_|_nfojr mat i^n < s f a c  
2), the FASB also stated that "whatever information is 
provided . . . cannot be expected to be equally useful to
all preparers and users, for the simple reason that 
individual needs and objectives vary” (FASB 1980, para. 17). 
However, the realization of the stated objective of SFAC 1 
(i.e., provision of useful information) is still open to 
empirical verification and testing.
The primary purpose of this study was to identify what 
financial information was actually selected for use by 
decision makers. More specifically, this study focused on 
the information acquisition, processing, and usage for a 
particular decision. As a consequence, it was possible to 
identify which information items were used for decision 
making by a set of users. The decision context selected for 
identifying information acquisition in this study was a
short-term commercial lending decision made by loan
officers. An interactive experiment software system was 
designed to facilitate the information retrieval in a loan 
decision context. The system monitored which information 
cues were retrieved by each subject, enabling the 
information acquisition to be identified concurrently while
the subject was performing the task.
The function of accounting is to provide information 
for decision making. Nevertheless, the information provided 
for external financial reporting is prepared by accountants
3
in accordance with generally accepted accounting principles
(GAAP) without explicitly taking users’ special needs into
account. Furthermore) accounting information usually
results from approximate rather than exact measurement.
Acknowledging these inherent limitations of financial
reporting, Griffin conducted a study under the sponsorship
of the FASB to investigate the usefulness of financial
information to investors and creditors and made the
following comments:
Accounting and reporting standards should be logically 
well formulated and in accordance with the economic 
facts and circumstances. Failure to do so would be 
inconsistent with the FASB’s own objective of 
establishing accounting and reporting standards that 
provide information that is relevant, reliable, and 
cost-effective. In short, there is an obvious and 
direct responsibility on the part of the Board to know 
more about individuals’ decision processes and their 
uses of information (Griffin 1982, 3).
These comments clearly indicate that it is necessary 
for the FASB to understand users’ decision processes and 
information needs in order to fulfill its objectives of 
improving financial reporting. Since users’ judgments are 
based on the financial information processed by the human 
mind, it is appropriate to perceive the human mind as an 
information processing system. More importantly, to 
understand the basis of a person’s decision process, it is 
necessary to understand the way in which the person 
conceptualizes the task environment and the meaning this 
person gives to the information processed. Unfortunately, 
neither psychology nor neurology can provide the means to 
observe what happens to information as it passes through the
human mind (Huyarth 1980, ^ . However> much effort has been 
devoted to the investigation of human information processing 
(HIP) .;“‘
The purpose of HIP research, as used in the present 
study, was to investigate the impact of various accounting 
methods on decision making. In a traditional accounting 
experiment, a particular set of financial information was 
usually provided to the subjects. Their decision making was 
based on the information given to them and the order in 
which it was presented. Subjects usually have little 
discretion in choosing the types of information they use in 
decision making. The available information is presumed to 
be relevant and useful. As a result, what can be observed 
in these experiments is the final decision. Neither the 
decision processes nor the information acquisition can be 
identified by using this research method.
Although the process of human decision making is still
not well understood, several studies have revealed the limit
of a person’s ability to process information. For example,
Ellis, Goggin, and Parente found that:
the human memory system can be divided into three 
different stores or components: sensory memory, short­
term memory, and long-term memory. . . . The short-term
memory is the center of activity in the human 
information processing system. . . . The most important
aS e e , for example, Slovic et a l . 197E, Ashton 197*4- and
1976, Driver and Mock 1975, Joyce 1976, Harrell 1977, 
Hofstedt and Hughes 1977, Libby and Lewis 1977 and 198E,
Mock and Vasarhelyi 1978, Moriarity 1979, Abdel-khalik and 
El-Sheshai 1980, Joyce and Biddle 1981.
characteristic of short-term memory is that it is a 
limited capacity system. In other words? people are 
capable of retaining approximately seven pieces of 
information in the short-term store at one time (Ellis? 
Goggin? and Parente 1979? 330-331).
In a marketing study? Brucks? Mitchell? and Staelin 
(1989) pointed out that consumers acquire little nutrition 
information in studies using an information board 
methodology. Cook (1980) also found that people tend to use 
a small number of dimensions when evaluating objects.
Ashton (1988) reviewed numerous studies using linear models 
to represent human judgment and contended that a small 
number of cues were capable of explaining a large portion of 
judgment variance. These studies indicate that the 
constraint of short-term memory affects HIP. Given the 
constraints of HIP ability? it is likely that not every 
piece of information in the financial statements is 
processed by the decision maker. In other words? the 
information selected from financial statements by a decision 
maker is only a subset of all the information contained in a 
particular set of financial statements.
In the past decade? the accounting profession has 
experienced a substantial increase in financial reporting 
requirements by the FASB and Securities and Exchanges 
Commission (SEC). This phenomenon has been commonly 
referred to as standards overload. As a consequence? "we 
are forced to cope with an environment in which nothing 
stays the same for any appreciable length of time. We make 
too many technical advances too fast. . . It all adds up to
h
what is sometimes called an information overload" (Beliak 
1975, SB).
Overload is a term commonly used in the area of 
electrical circuitry. If an electrical system is 
overloaded, the circuit breakers disconnect. The human 
brain is a complex system of electric circuitry which, when 
overly bombarded with stimuli, can also short circuit 
(Beliak 1980, 10). As a consequence, people, like other 
systems, can handle only a finite amount of information in a 
specific time. When this limitation is exceeded, system 
performance deficiency can be observed. Kantowitz (1974) 
developed the term "reasonable processing load" to 
characterize the amount of information that can be 
accommodated in HIP. Nevertheless, behavioral studies in 
accounting always assume that the information given to 
subjects falls within the definition of reasonable 
processing load.
In addition to the constraints of short-term memory, 
people frequently must make choices under time pressure 
(Hogarth 1980, 8). One study dealing with decision making 
under time pressure indicates that time pressure leads to a 
restriction of the demand for information (Bronner 1988,
113). Intuitively, standards overload results in more 
complexity in financial reporting as a whole, and 
consequently a potential information overload under time 
pressure. One possible human adjustment to the stress of an 
information overload is information omission, which is the
failure to process some bits of information (Miller 1964-).
An approach to improving judgment with respect to 
information overload is the presentation of information in 
the simplest way possible (Beliak 1975, 89). In the final 
report of the special committee on standards overload, 
sponsored by the American Institute of Certified Public 
Accountants (AICPA), several possible solutions were 
proposed to relieve the burden of such overload. One 
proposed solution was the simplification of existing 
standards (AICPA 198A). If the constraint of HIP occurs in 
a professional decision environment, the FASB might consider 
devoting more effort to simplifying existing standards.
S t a t e m e n t _o f _ t h e _P r o b l_em
Behavioral research in accounting usually employs 
control and experimental (or comparison) groups. Different 
sets of financial information are then provided to the 
subjects with all information generally identical except for 
the manipulation in the experiment. The manipulation in the 
financial information is usually the accounting treatment of 
interest to the researcher, such as accounting for lease 
contracts. Because of the limitations of HIP ability, the 
subjects may use only a subset of the financial information 
provided to them. Therefore, it is possible that the 
manipulated accounting information in the financial 
statements might not be processed by the subjects.
This situation was actually found in Stephens’ study 
(1979) in which he pointed out that the use of accounting
e
information by decision makers should provide an ultimate 
test for determining accounting disclosures. Therefore, he 
conducted a user-oriented HIP study and focused on the use 
of accounting information. A tape recorder was placed near 
the subject to record the information acquisition for each 
individual. Protocols were collected from ten bank lending 
officers en route to their decisions on two bank 1 end i ng 
situations. The financial statements available for each 
subject in this study were one of two sets of consolidated 
statements of fictitious companies and their subsidiaries. 
The accounting methods for inventory (FIFO or LIFO) and 
depreciation (double declining balance or straight line) 
were the differences embedded in the financial statements.
The results revealed that the subjects used accounting 
information items from financial statements to compute 
financial ratios. Both the size of the financial statement 
numbers and the relationship between numbers were utilized 
by the subjects. Subjects were also concerned with the 
trend of financial ratios. However, only two subjects read 
the footnote for inventory valuation, and none bothered to 
check the depreciation method.
Pitz (1980) used the concepts of "population" and 
"sample" to describe the information source and information 
usage in a decision task. The sample refers to the 
information that a decision maker has used for a given task, 
while the population refers to the source of the 
information. More importantly, it is necessary for a
decision maker to perform a task based upon the information 
that is contained in the sample. By using the mathematical 
theory of sets, the information available for various groups 
in a behavioral research using the between-subject design 
can be denoted precisely. Assume that A represents the set 
of identical financial information for both control and 
experimental groups. B is the manipulated financial 
information for the subjects in the experimental group, and 
C is the "untreated" financial information for the subjects 
in the control group. The information available for one 
group can be represented as the union of A and B (A U B), 
while that for the other group can be represented as the 
union of A and C (A U C).
With respect to the between-subject design in 
accounting research, only one or a few accounting treatments 
of interest are manipulated in the financial statements 
provided to the subjects, while other items in the financial 
statements may be identical. The information available for 
one group is therefore the union of identical items and the 
items manipulated for that group. As a consequence, the 
information available for different groups can be depicted 
in Figure 1. In addition to Stephens’ study, this same 
situation can be found in several other studies (e.g.,
Bailey 19B1, Sami and Hartman 1988, and Welsh 1987).
Accordingly, the information used by subjects may be 
only a subset of the information provided in the financial 
statements. If I denotes the information used by one
subject, I represents the information used by the subject j 
in the control group, while I,, represents the information 
used by the subject k in the experimental group. Then, the 
information used < I >v or IK) is a subset of the information
provided, <A U C) or (A U B). Furthermore, it is possible
that I , or I,., is only a subset of A (identical items)
instead of (A U C) or <A U B ). In that case, the
manipulated accounting information is not processed by the
subject.
Figure 1
THE INFORMATION AVAILABLE FOR DIFFERENT GROUPS
Information
£?r°yi!? Ava_i_l ab_l <=■ f?i?!i)t_i anshj.p
Control A U C
Experimental A U B
Notation: U - Union operation
In an accounting behavioral study, subjects are 
classified into different groups and the treatment effects 
are tested by comparing the group means of responses 
(dependent variables). However, from the discussion in the 
previous paragraph, the relationship between I and the 
financial information provided can be classified into at 
least three cases: ideal case, uncertain case, and dilemma
case. This classification is based on the extent to which 
the manipulation is actually achieved. The three cases and 
their corresponding information usage are illustrated in
1 1
Table 1 .
Ideally* if all the subjects utilize the information 
from the items which have been operationally manipulated, as 
well as the information from identical items, the 
manipulation is successfully achieved. Therefore, any 
difference in dependent variables (responses) can be 
attributed to differing treatments. Nevertheless, as 
explained before, the manipulation of the treatment may not 
be processed by some subjects. In other words, not all 
subjects of one group utilize the information in B or C.
Some subjects may only use the identical items. In this 
situation, the group means of dependent variables are the 
mixed result of manipulation effects and nonmanipulation 
effects. Therefore, comparing group means may not result in 
an appropriate attribution of effects.
i*
Table 1
RELATIONSHIP OF INFORMATION USED AND INFORMATION PROVIDED
Group I_dea 1_ case Uncertai_n case Di_^emma case
Control I C ( A  U C) I d < A  U C) I d  A
(all subjects) (some subjects) (all subjects)
Experimental I d < A  U B) I G A  U B) I C A
(all subjects) (some subjects) (all subjects)
Notation: d  ~ A subset of a particular set
In the worst case situation, if all the subjects use 
only the information from the identical items (A), any 
significant difference is due to extraneous factors rather 
than the manipulation. In the case of a random sample, it
is expected that an insignificant result will be found 
because there is no manipulation whatsoever in the 
experiment. If. ironically? a significant difference is 
found? there is no way that the researcher can appropriately 
attribute the effect to the manipulation. Nevertheless? 
prior behavioral studies in accounting? except predecisiona1 
behavior research? have usually made the attribution without 
empirically verifying whether the manipulated accounting 
information was processed by the subjects.
One example of this nonverification of manipulation 
is the study conducted by Wilkins and Zimmer (1983) in which 
loan officers in Singapore were used to assess the economic 
consequences of Statement_of_Finane ial Account ing_Standards
Np_. 13j_ Accounting for Leases (SFAS 13). Wilkins and
Zimmer pointed out that whether financial leases should be 
capitalized or disclosed solely in the footnotes to 
financial statements was still a debatable issue. The 
results of recent research were controversial. Moreover? 
these studies said little? if any? about the reactions of 
the individual user of financial statements. Therefore? 
Wilkins and Zimmer investigated what adjustments? if any? 
were made to capitalized/noncapitalized financial statements 
by the user group of loan officers.
The independent variables were the accounting method 
for leases? the leverage level? and the loan amount. The 
subjects were asked to assess the repayment ability of term 
loans and the loan amounts that they would be willing to
1
approve for hypothetical companies. The subjects were 
assigned to one of three groups. Each group received 
identical information except that the financial statements 
provided to group one included capitalization of leases per 
SFAS 13; those provided to group two confined lease 
disclosure to footnotes; and those provided to group three 
indicated that the company used term loan for financing.
The hypotheses were tested by using ANOVA to 
investigate the perceived effect of the experimental 
manipulations on repayment ability assessment and maximum 
loan amounts approved for a hypothetical company. The 
results indicated that there was no association between 
credit decisions and either accounting method regarding 
lease contracts or methods of financing fixed assets. 
Nevertheless, the subjects responded differently to 
differences in leverage level and loan amount.
In Wilkins and Zimmer’s study, the accounting method 
for leases (three levels: capitalization, footnote, and
term loan) was the manipulated treatment in a between- 
subject design. The other two dichotomous independent 
variables (high or low leverage and large or small loan 
amount) were used in a within-subject design. In the 
within-subject design, each subject was exposed to four 
treatments (high and low leverage, large and small loan 
amount). It was therefore easy for the subject to learn 
that the purpose of the study was to investigate what effect 
a company’s leverage and loan amount had on the loan
officer’s perception of the company’s ability to repay the 
loan and on the amount of credit line the loan officer was 
willing to approve for a hypothetical company. In other 
words* hypothesis-guessing (Cook and Campbell 1979* 66) may 
have caused the significant results. As for the between- 
subject designs the subject had one of the three treatments: 
capitalizations footnote disclosures or term loan. There 
was neither hypothesis-guessing nor significant results. 
Neverthelesss the authors could not verify if the 
manipulated accounting information was actually processed by 
the subjects.
In the study by Sami and Hartman (1988)s several 
reasons were proposed to explain the insignificant results 
regarding different accounting methods for leases in Wilkins 
and Zimmer’s study. Accordingly* Sami and Hartman used a 
between-subject design to investigate the effects of 
accounting method for leases and the magnitude of the the 
lease contract. The research instrument was a set of 
financial statements for a hypothetical company including 
the audit report. This original set of financial statements 
was then modified to include one of the following four 
cases: a substantial amount of capital lease* a substantial
amount of operating lease* a moderate amount of capital 
lease* or a moderate amount of operating lease.
The subjects were randomly selected from the Robert 
Morris Associates membership listing. The task was to 
determine the interest rate being charged on a two million
dollar, two-year working capital loan to a hypothetical 
company. The subjects were also asked to rate the credit 
standing of the company on a nine-point scale corresponding 
to Moody’s Bond Rating. For verifying internal validity, 
the subjects were required to estimate the dollar amount of 
a two-year loan that they would approve for the hypothetical 
company at the prime interest rate.
ANOVA and MANOVA were used to analyze data.
Orthogonal and nonorthogona1 contrasts were also conducted 
to test some hypotheses. The results indicated that 
different accounting methods for lease contracts made a 
significant difference to the interest rate being charged on 
the loan application and the credit rating assessed for the 
hypothetical company. The magnitude of the lease contracts 
did not, however, have a significant effect within the same 
accounting method for leases.
It is interesting that these two studies (Wilkins and 
Zimmer vs. Sami and Hartman), with similar treatments but 
different designs, found results that were contradictory to 
each other. In addition to other extraneous factors, a 
major flaw contributing to the inconsistency between these 
two studies was the lack of control of the manipulation. 
Several studies in the auditing context also had this same 
problem (e.g., Joyce and Biddle 1981, Pany and Reckers 
1980). Therefore, the verification of the manipulation is a 
very important factor in HIP research.
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One possible method of avoiding the nonmanipulation 
problem is to measure the response directly related to the 
variable of interest to the researchers. For example,
Harper, Mister, and Strawser (1987) conducted a study 
regarding the impact of the disclosure format of pension 
information specified in SFAS 87 on users of financial 
statements. The subjects were asked to identify the amounts 
of liability and equity of a hypothetical company instead of 
performing a routine task such as determining the interest 
rate or credit line. The researchers could therefore 
identify the impact of pension reporting format on subjects’ 
responses because of the design of the experimental task.
Nevertheless, a consequence of this "direct" task is 
that the subjects could have been alerted to the interest of 
the researchers. This situation is again what Cook and 
Campbell refer to as hypothesis-guessing. They suggest that 
the researchers should avoid situations in which subjects 
can easily determine what the researchers want to learn from 
the research.
Purposes of _the Study
Einhorn (1976) suggested that studies in the area of 
HIP should begin to incorporate information search and 
choice in the experimental designs. If a reliable method 
can be used to observe the information retrieval, the 
information acquisition pattern of a decision maker can be 
identified. Identifying patterns of information acquisition 
for various groups of decision makers would be helpful in
understanding the information needs of decision makers and 
in promulgating financial accounting standards. In this 
studyj an interactive experiment system was designed to 
accomplish this task. Subjects were permitted to select 
their own cue sets in any order during the experiment. The 
resultant decision was based on the information deemed 
relevant and useful by the participants) not by the 
researcher. By allowing the subjects to self select the 
information and using an interactive system to concurrently 
trace the information processed) the financial information 
relevant to the user was identified.
Identification of the financial information relevant 
to users was one advantage of this study. Using a direct 
mapping of information acquisition) as used in the present 
study) in a series of interactive situations with users can 
provide the kind of information needed by the FASB to 
achieve the stated objectives in SFAC 1 5 provision of useful 
information for economic decisions. A series of experiments 
by using various users of financial statements allow 
progress toward achieving the objectives of the SFAC 1.
This study served as the first of these processes and as a 
model upon which to base future studies.
As explained earlier) verifying the effectiveness of 
the manipulation in an experiment is very important in order 
to make a more conclusive inference. Another advantage of 
this research was that) after identifying the information 
processed by the subjects) the researcher could empirically
verify whether the accounting treatment manipulated in the 
financial statements was processed by the subjects. The 
subjects who did not process the manipulated accounting 
treatment} as demonstrated by their information acquisition} 
were dropped from various groups for data analysis. Then} 
the behavioral impact of an accounting treatment was 
investigated based on the fact that the information 
(treatment) has been processed by the subjects. In this 
study> the lessee accounting per SFAS 13 (FASB 1976b) was 
the accounting treatment used to operationalize this 
proposed research method.
SFAS 13 established the criteria to capitalize the 
leases for lessees. One of the criteria is that the lease 
term is at least 75 percent of estimated useful life of the 
asset leased. If a lessee has a long-term noncancellable 
lease for 75 percent or more of the estimated economic life 
of the asset} capitalization is required. On the other 
hand} if the lease period is for less than 75 percent of the 
estimated economic life of the asset} the lease is not 
capitalized provided that other criteria are also not met. 
The problem with this criterion} as pointed out by W o l k 9 
Francis, and Tearney (198A} 226)} is that SFAS 13 attempts 
to draw a line in terms of capitalization/noncapitalization 
where a continuum exists. The selection of 75 percent as 
the "break-point" is arbitrary and can never be completely 
resolved. More importantly} the door is open for management 
manipulation of lease contracts if noncapitalization is
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desired.
One criticism of lessee accounting per SFAS 13 is that 
some leases that should be capitalized still are not. It is 
argued that all lease contracts in excess of one year should 
be capitalized to meet the definitions of assets and 
liabilities prescribed in SFAC 6 (FASB 1985). However* as 
for noncancel 1able operating leases in excess of one year* 
supplemental disclosures are required in accordance with 
SFAS 13. Subsequent to its issuance, there were several 
behavioral studies concerning SFAS 13 (e.g., Abdel-khalik et 
al. 1981, Chapter 5, Wilkins and 2immer 1983, Sami and 
Hartman 1988). However, because of design weaknesses, these 
studies found contradictory results. The approach used in 
the present study provided the kind of clues concerning the 
information usage of financial reporting per SFAS 13.
Therefore, the impact of the accounting information per SFAS 
13 was empirically investigated in this behavioral study.
The positive research in accounting attempts to 
describe "what is" without making any value judgments as 
opposed to "what should be" in a normative proposition. A 
positive proposition is concerned with how the world works 
(Watts and Zimmerman 1986, 8). The verification of 
manipulation in this study demonstrates concern with 
information acquisition in the real world and, as a result, 
provides positive evidence with respect to the economic 
consequences of SFAS 13.
Me thodo 1.Q g.y.
For this interactive experiment, a software system was 
designed to identify and record which bits of information 
were requested and how long each piece of information was 
used by each subject during the experiment. In other words, 
the system concurrently identified what information was 
retrieved while the subject was selecting his/her own cue 
set. The synchronization of the subject’s decision process 
and the tracing of information processed created a "direct" 
mapping of the information acquisition process.
The interactive experiment system and the financial 
information available for user’s retrieval were stored on a 
diskette. Commercial lending officers were the subjects 
because they have been significant in conducting behavioral 
accounting studies (Casey 1980). Subjects were asked to 
perform three tasks in the experiment. The first task for 
each subject was to rank three most important pieces of 
information from the financial statements in a short-term 
commercial lending decision. The second task was to 
determine the credit line to be approved and the interest 
rate to be charged for a hypothetical company based upon the 
cue set self-selected by the subject. The third task was to 
determine the credit line to be approved and the interest 
rate to be charged for two companies based upon the cue sets 
provided by the researcher instead of the subject’s self­
selected cue set.
The information acquisition of each subject 
demonstrated the amount of information retrieved and its 
retrieval sequence. ANOVA was used to test the possible 
impact of several factors on the amount of information 
searched. These factors were the incidence of time 
pressure, years of work experience, and education level. 
Since Kendall’s coefficient of concordance is particularly 
useful in studies of inter judge decisions (Siegel 1956,
229), this test was used to investigate the degree of 
association between the ex-ante rankings and the retrieval 
orders of the information processed by the subject.
The research design for testing the behavioral effect 
of SFAS 13 in the present study was a 3x2 factorial design. 
The independent variables were accounting method for lease 
contracts (3 levels: capitalization, footnote disclosure,
or control group) and the incidence of time pressure (2 
levels: with time pressure or without time pressure). The
dependent variables were the credit line to be approved and 
the interest rate to be charged. MANOVA was used to test 
the significance of subjects’ responses.
HIP research is based on the observation of individual 
behavior. Unfortunately, at the present time there exists 
no demonstrated linkage between the behavior of individuals 
and that of the security market, which represents a measure 
of the aggregated individual behaviors in the market. The 
objective of the FASB is to "choose the standard that is 
most useful for decision making by individuals in society,
subject to cost-benefit and understandabi1ity constraints." 
(Griffin 1982, 20) Accordingly, the observation of 
individual behavior in this study is consistent with the 
FASB’s intended objective.
The development of this interactive experiment system 
is an on-going project. Decision behavior in various 
contexts can be investigated by using different subjects 
and/or different task environments. A series of experiments 
can provide insightful clues concerning information 
acquisition in a financial decision context. This type of 
investigation is probably the best empirical method that the 
FASB could use in deciding what information should be 
provided in the conceptual framework project and standard 
setting process. Even if the cue set obtained cannot be 
used formally in the evaluation of the performance of 
decision makers, the very domain of information acquisition 
may be of much benefit in understanding the usefulness of 
financial information.
As pointed out earlier, HIP research in accounting has 
provided inconsistent results regarding the economic 
consequences of lessee accounting per SFAS 13. In the 
within-subject design, each subject was exposed to all 
treatments of independent variables. Consequently, 
hypothesis-guessing may have caused the significant 
difference for the dependent variables. On the other hand, 
insignificant results were found due to the weak
manipulation in the between-subject design. In the present 
study, the manipulation of independent variables will be 
empirically verified in order to test the actual effect of 
the manipulation. Consequently, the resulting inference 
will be more conclusive.
Due to the limitations of HIP ability, the footnote 
disclosure of financial information may not be processed by 
some subjects in the experiment. As indicated before, this 
event has been found in the study by Stephens (1979). 
According to Wo 1k , Francis, and Tearney (198A) the finite 
uniformity approach used by SFAS 13 results in the footnote 
disclosure for noncapitalized, noncance11a b 1e lease 
contracts in excess of one year. The theme of finite 
uniformity is to provide accounting treatment which takes 
into account different economic circumstances. However, if 
this footnote disclosure is not being used, then the FASB 
should reconsider the promulgated accounting methods in SFAS 
13.
The accounting standards overload may have resulted in 
a waste of resources if the standards implemented do not 
provide useful financial information. It is sometimes 
argued that the complexity of major business enterprises 
tends to make comparability of financial statements among 
firms extremely difficult, if not impossible. Consequently, 
the costs of finite uniformity would far exceed its benefits 
(Wo 1k , Francis, and Tearney 198A, 228). Given the facts of 
HIP constraints and the failure to process some bits of
information because of information overload) it may be 
appropriate to use rigid uniformity instead of finite 
uniformity for lessee accounting. The capitalization of all 
noncancel 1able lease contracts in excess of one year is 
consistent with the definitions of assets and liabilities 
prescribed in SFAC 6. Furthermore, this simplifying 
approach is one of the solutions proposed by the AICPA task 
force to ease accounting standards overload.
During the past decade, Artificial Intelligence (AI) 
has become a rapidly developing field of study. Researchers 
are attempting to make computers do things which, at the 
present time, humans can do more effectively. Several 
"intelligent" tasks have been solved by programs which are 
often referred to as "expert systems" (Feigenbaum 1977). In 
order to solve a complex problem such as a loan decision by 
using AI techniques, a designer needs a large amount of 
knowledge and some mechanism to manipulate the knowledge to 
solve new problems. It is commonly acknowledged that 
knowledge acquisition is a major bottleneck in the 
development of expert systems. One possible approach is to 
interview experts in order to capture the knowledge and 
mechanism. However, as noted by Nisbett and Wilson (1977), 
people often cannot correctly verbalize the causal sequence 
leading up to their judgmental behavior. The methodology 
used in this study can be employed to capture the 
probabilistic reasoning of the same expert process through a 
series of experiments. The data generated from these
experiments can be used to explain the function of the cue 
set and the weighting scheme of that function for a 
particular decision task. Recently* Finin and Silverman 
<1986) have proposed a similar approach to help the 
knowledge base <K B ) maintainer describe new KB objects.
Summary
The limitations of HIP and standards overload can 
result in an information overload. Users of financial 
statements may simply ignore some information to overcome 
this stress. As a result, the manipulated accounting 
information in a behavioral study may not be processed by 
the subjects. This study employed a research methodology 
which provided insights into loan officers’ information 
processing. Therefore, this study verified whether the 
manipulated accounting information was processed by loan 
officers. In addition, this study provided positive 
evidence concerning the economic consequences of SFAS 13. 
The remaining chapters will review the literature that is 
relevant to the study, delineate the methodology, present 




As pointed out in chapter one, the verification of 
manipulation in an experiment is very important for making a 
more conclusive inference. Nevertheless, the empirical 
verification of the manipulation in an experiment can be 
made only by knowing the information usage explicitly.
There are two major approaches that can provide this kind of 
insight regarding information usage of subjects: the lens
model research and the predecisiona1 behavior research.
Lens_Mode l__Re search
Brunswik and his followers used the lens model to 
conceptualize human judgment processes (Brunswik 195E and 
1956). Since most human judgments are usually the result of 
numerous comparisons with some point of reference or cues, 
the lens model can be used to describe the interrelationship 
between two systems in human judgments. One system is the 
relationships between cues in the environment and the event 
to be predicted; the other system is the relationships 
between cues in the individual’s mind and his/her 
predictions (Hogarth 1980, 7).
According to Hogarth (1980, 8), it must be emphasized 
that the lens model is only an abstract conceptualization.
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It cannot be claimed that the lens model describes actual 
human decision or environmental processes accurately 
although it can be said to represent them. The implication 
of the lens model in accounting research is, among other 
things, that human judgment results from a series of 
operations on information which is related to other items of 
information or events. In other words, the 
conceptualization of the lens model implies that final 
judgments are dependent variables while the information bits 
available for subjects are independent variables.
Therefore, the researcher<s > can provide some cues for the 
subjects to accomplish several particular tasks. As a 
consequence, the factorial design of an experiment can 
legitimately use regression, ANOVA, MANOVA, or discriminant 
analysis for data analysis provided that the assumptions of 
the statistical mode 1 are not violated.
Furthermore, the R-square statistic of the 
mathematical model can be used to interpret the fitness of 
the model to represent h u man’s judgment. The R-square 
statistic is an indicator of how much variance of human 
judgment is explained by the factors included in the model. 
To determine the cue weighting, a multiple regression model 
can be used to derive the relative percentage of variation 
explained by each factor from repeated measures. This 
percentage is perceived as the relative cue weight for each 
factor considered in the experiment. Based on this concept, 
several studies have been conducted to investigate the
■following issues: (1) the weighting of cues by individuals,
and differences in cue weighting across individuals; (2) the 
ability of mathematical models to represent human decision 
mating, based on the R-square statistic of the model; (3) 
the consistency of predictions and judgments over time and 
across individuals; and (A) the extent to which a subject 
describes his/her judgment processes (s e 1f- insight).
Several human judgment studies using the lens model are 
discussed below.
SLovi_c_U969 >_
This study was an early application of the lens model 
to HIP in a financial decision context. The purpose of the 
study was to test the adequacy of ANOVA in describing 
stockbrokers' information usage in the evaluation of a 
company’s stock. Each of two stockbrokers was asked to do 
128 evaluations concerning the growth potential of stocks on 
the basis of 11 factors taken from Standard 8* P o o r ’s 
reports. The evaluation was to assess the likelihood that 
the market price of that company’s stock would increase 
substantially in the next 6-12 months. Then, a 
recommendation was made on a 9-category rating scale from 
"strong recommendation not to buy" to "strong recommendation 
to buy." After the evaluations, each subject was asked to 
distribute 100 points over the 11 factors proportionally to 
his feeling about their importance in determining his 
judgment. This procedure was used to find out how closely 
the stockbroker's subjective impression of the relative
importance of the 11 factors conformed to the importance 
indices derived from the ANOVA model.
A separate ANOVA was performed on each stockbroker’s 
responses. The model included 11 main effects, each of the 
two-way interactions, and some three-way interactions. The 
main effects explained about 7£ percent and 80 percent of 
the variance in each stockbroker’s response respectively.
The ANOVA technique proved capable of providing a precise 
quantitative description of information utilization. 
Nevertheless, there was a considerable difference in using 
information between subjects. This difference undoubtedly 
indicates why the subjects so often disagreed in their 
rating of a particular stock. The subjective weightings 
were compared with the magnitude of effect indices derived 
from ANOVA. The results showed that one stockbroker had 
fairly accurate self-insight while the other stockbroker had 
less accurate self-insight into his use of various factors.
^shtgn_LL?7^t>.
Ashton used an ANGVA technique to evaluate consensus, 
consistency, and cue utilization of auditors’ internal 
control judgments. Each of sixty-three practicing auditors 
was asked to rate 32 cases regarding the strength of a 
hypothetical payroll internal control subsystem based on six 
dichotomous (yes or no) internal control questions. A yes 
answer represented a strength in the system, while a no 
answer represented a weakness in the system. The auditors
were required to evaluate the strength of internal control 
in each case on a six-point scale. After the evaluations, 
subjects were asked to allocate 100 points to the six 
questions to indicate the subjective importance of each cue 
to their judgments.
I he data from each subject were analyzed via ANOVA.
On average, 80 percent of the variance in judgments was 
explained by six main effects. Ashton interpreted this as 
linear cue utilization. Two cues that pertained to 
separation of duties explained an average of 51 percent of 
judgment variance. The correlation coefficient was used to 
evaluate inter judge consensus, intrasubject stability, and 
s e 1f- insight. The mean correlation between the ratings of 
all pairs of subjects was .70. The mean correlation for the 
judgment consistency was .81. As for the se1f- insight, the 
correlation between the subjective weights assigned by a 
subject and the value derived from that subject’s ANOVA 
model was fairly high (.89). Individual differences in cue 
utilization across subjects were substantial.
LLbbY._<_L975 )_
Libby investigated the accuracy, consistency, and 
consensus of loan officers’ business-fai1ure prediction and 
the ability of a linear model to predict these judgments. 
Forty-three experienced commercial loan officers were 
requested to predict whether 60 actual firms had failed or 
not failed based on five financial ratios. The subjects 
were told that half of the 60 firms had failed in order to
set equaJ priors (50 percent failed and 50 percent not 
failed) of all subjects. Each subject was asked to classify 
each firm as having failed or not failed within three years 
and to rate his/her confidence on a three-point scale in 
each prediction. Ten repeated firms <5 failed and 5 not 
failed) were included to assess judgment consistency.
The results revealed that the bankers’ predictions 
were quite accurate. The achievement index (judge’s 
performance) ranged from *»5 percent to 83 percent correct 
and averaged 74- percent. The environmental predictabi1ity 
was that 51 of the 60 firms could be predicted correctly via 
a discriminant model based on five cues. On average, the 
linear model can predict 88 percent of the subjects’ 
responses. The subjects were also very consistent over a 
one week period and they agreed with one another an average 
of 80 percent of the time. Prediction of the "composite 
model", formed by computing the average responses across all 
subjects for each firm, was one prediction less accurate 
than the best individual.
Harrel.1 _L IT17. )_
The purpose of Harrell’s study was to investigate 
Anthony’s two propositions within the management environment 
of a large military orqani zation. These two propositions 
are (1) middle-level managers’ management control decisions 
are influenced strongly by the organizational goals 
emphasised by their senior managers and <E> middle-level
managers accurately can incorporate the specified importance 
of organ]zational goals into their management control 
decisions.
A pretest/posttest design was used and seventy-five 
sub j ec ts were evenly divided into fi ve groups. The subjects 
were required to evaluate the performance of the pilot 
training wi ngs based on five dichotomous (satisfactory or 
unsatisfactory) criteria (independent variables): (1)
efficiency? (E) pilot quality? (3> personnel retention? (A) 
compliance with directives? and (5) aircraft maintenance. 
Before administering the posttest? the subjects in groups E? 
3? A, and 5 received an "official" policy statement 
indicating the relative importance that they should attach 
to each of the five cues. In addition? groups 3? A? and 5 
received feedback after they reached each of their 
evaluation decisions. There were three different categories 
of feedback information: consonant feedback? dissonant
feedback? and random feedback for groups 3? ^? and 5 
respec t i ve1y .
The Brunswik lens model was used to analyze the data. 
The relationship between an individual’s decisions and the 
cues used to arrive at those decisions was examined by using 
multiple regression analysis. Harrell also calculated the 
relative importance a decision maker placed on each of the 
cues used to arrive at a decision. The results revealed 
that the subjects’ decision-making behavior was strongly 
influenced by the goals emphasized by their supervisors.
However, the subjects were unable to accurately incorporate 
five weighted organizational goals into their decision­
making processes.
Savich_Ji?77J
Savich investigated the relationship between decision 
style and the amount of data a subject processed. Twenty- 
six senior accounting students were asked to make buv or 
sell decisions for sixty-four hypothetical companies based 
on eight dichotomous variables. In order to assess the 
s e 1f- insight , subjects were requested to allocate points to 
eight variables based on their perceptions of the overall 
importance of each variable to their decision.
The data obtained from each subject were analyzed by 
using multiple regression, and the F-statistic was used to 
select significant variables for each subject. The R-square 
statistic ranged from 0.37 to 0.87 while that of the 
"composite" model was only O.AA. There was no conclusive 
evidence regarding the effect of decision style on 
information usage. Subjects displayed high self-insight 
into their decision processes.
Wr i_gh t _ £ 1_9 7 7 )_
The purpose of this study was to describe 
quantitatively how people use financial data to generate 
financial judgments. Thirty-nine second-year MBA students 
were asked to estimate the security price changes over a 
one-year period for sixty companies. The subjects had five
cues in addition to a general description. Biographical 
information was collected from each subject prior to the 
evaluation phase and a postexperiment questionnaire, which 
asked subjects to describe their information processing 
models, and was completed after the evaluation.
Wright focused on both the subject response side of 
the lens model and the environmental relationships between a 
cue set and an objective criterion event. When stock price 
change was used as the dependent variable in a multiple 
regression analysis of each subject, the R-square statistic 
of the environmental predictability (R,„) was only 0.39. 
Judgment consistency (R,.. ) ranged from 0.13 to 0.79 with a 
median of 0.99. When percentage price change was the 
dependent variable, R„„ and R,., were 0.89 and 0.98 
respectively. The consensus of the subjects7 percentage 
price change estimates was low.
Me Gh ee_, _ Sh_i ej d s_, _ a nd_B_i£ nb erg < _1978_)
This study assessed the importance of two personality 
variables, tolerance for ambiguity and decision style, on a 
subject’s information processing. McGhee et a l . replicated 
the study by Savich and used the same information cues. One 
of the hypotheses was that subjects who were classified as 
heterogeneous on personality would make homogeneous 
decisions. On the other hand, subjects who were classified 
as having homogeneous linear decision models were supposed 
to have heterogeneous personality classification. McGhee et 
al. also hypothesized that maximal data users would use more
information than minimal data users. Twenty-four MBA 
students were asked to make investment recommendations for 
69 hypothetical companies. Subjects also rated their 
confidence in their recommendations and specified the amount 
of additional information thev would require to achieve a 
one step higher confidence rating.
A linear model was used to represent each subject's 
responses. The observed R-square ranged from .07 to .88.
For most subjects? four out of eight cues available 
accounted for much of the variance. The "usage" of 
information was operationalized by the number of significant 
betas in a subject's linear model. A significant beta meant 
this cue was used by the subject. The comparison of the 
information used by minimal and maximal data users did not 
support the hypothesis that there is a significant 1y greater 
amount of information used by maximal data users than by 
minimal data users. The tolerance for ambiguity did not 
have a significant effect on recommendation responses? 
additional information wanted? or confidence rating.
Mor i_ar i_t y__and_Bar ron_££979 £
Moriarity and Barron intended to develop an additive 
judgment model for each subject and to assess the predictive 
efficacy of that model. Furthermore? the authors tried to 
explain that the factors of the model are part-worth 
functions. The part-worth functions relate changes in the 
level of one factor? while holding all other factors fixed?
to changes in judgment materiality. In the first session, 
five subjects were asked to specify preaudit levels of 
materiality for each of the thirty firms. The firms used in 
the judgment task are defined by carefully selected 
combinations of the five financial variables: net income,
total assets, debt-to-equity ratios, number of shares, and 
trend. Then, subjects were presented with the analysis of 
their responses by the experimenters in the second session. 
The analysis consisted of predictions, prediction error, and 
bases for differences in judgments.
The methodology combined additive conjoint measurement 
with efficient orthogonal experimental designs, and used 
overlapping orthogonal designs to construct two additive 
models (design 1 and design £> for each subject. The 
qualitative features of the part-worth functions revealed a 
great deal of diversity across subjects. Correlation 
analysis was used to evaluate how well a design 1 (design 2) 
model predicted the actual design £ (design 1) judgments for 
each subject. Correlations ranged from 0.78 to 0.98 with a 
median of 0.85. The within-subject correlations of the 
predictions derived from the two models and the across- 
subject correlations over all judgment model pairs were 
reported. The results showed a substantial agreement within 
subjects and a substantial disagreement across subjects.
•dcLQht_<_ 1.979 I
A second study conducted by Wright investigated the 
extent of interjudge agreement, subject’s se1f-insight, and
the performance of aggregated response models. Forty-seven 
graduate business students estimated price changes of fifty 
common stocks in terms of percentage. The lens model was 
used to describe group information processing as well as 
individual subject behavior. The R-square statistic of 
environmental model was as low as that in Wright’s 1977 
study. The more knowledgeable subjects displayed a 
statistica11y significant degree of self-insight into their 
judgment processes. Wright also constructed composite 
judgment models for each subject group by using the group’s 
mean judgment for stock as the dependent variable. The 
resultant model performed substantially better than median 
individual performance.
Summar y_of _Lens_l1qde 1 Stud ies
Lens model studies have demonstrated that linear 
models based on a small number of cues are capable of 
explaining a certain proportion of judgment variance.
Several studies (e.g.? Libby 1975, Savich 1977, and Wright 
1979) even tried to construct the "model of man."
Basically, the researchers developed the model of "composite 
judgment" by computing the average response across all 
subjects. This aggregated model always outperformed an 
"average" subject but not all subjects.
The major characteristic of lens model research is 
that the cue set in the study is determined by the 
researcher, not by the subject. This approach relies upon
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an assumption that u s ers’ information processing behavior 
conforms to an a priori model selected by a researcher 
(Stephens* 1979). Subjects have little discretion in 
choosing the types of information for decision making. The 
available information is presumed to be relevant and useful. 
Therefore, the cue weighting derived from the linear model 
may not be the same as that derived when the subjects have 
the discretion to select their own cue sets. Einhorn (1976) 
pointed out that many real decision tasks are more similar 
to a situation in which the decision maker must search for 
and decide which information to use rather than conforming 
to an a priori model selected by the researcher. To design 
a realistic task and study information usage explicitly, a 
possible approach is to conduct predecisiona1 behavior 
research.
P r iona 1 Behavi_or_Research
Because the domain of information acquisition is 
limited due to the constraints of HIP ability, it is 
possible to identify the information acquisition of a 
decision maker in a given task. Nevertheless, given today’s 
research tools, d i rec tly observi ng the human dec i s i on 
process is not possible. As a result, several substitutive 
approaches have been proposed for tracing the process of 
information retrieval of subjects. Payne, Braunstein, and 
Carroll (1978) contended that there are three data 
collection techniques frequently used for predecisiona1 
behavior research: verbal protocols, explicit information
search, and eye movement, trace.
Verbal protocols are usually gathered by requiring 
subjects to 11 th i nk-a 1 oud" into an audio or video recorder 
while performing the task. Explicit information search 
requires a subject to acquire each piece of information 
separately so that an accurate record can be made for each 
retrieval. Recording of eye movement and fixations can also 
provide data concerning cue usage and search sequence. 
Several studies have been conducted by using these 
techniques to observe predecisiona1 behavior.
P ay ne_ _< 1 976_>
Payne discussed four decision models which have been 
proposed in terms of their underlying information processing 
assumptions. An additive decision strategy would imply an 
interdimensional and constant pattern of information search. 
The decision maker of an additive difference model would 
search a constant amount of i nformation per alternat i v e , but 
would search in an intradimensiona1 fashion. The decision 
makers of both conjunctive and e 1imination-by-aspects (EBA) 
models, however, would use a variable search pattern. Payne 
used explicit information search and verbal protocols to 
provide valuable insights into the information processing 
strategies which led a subject to exhibit a particular 
cho ice.
There were six paid subjects in the first experiment. 
The stimuli were information boards representing different
one-bedroom furnished apartments. An information board 
consisted of a number of envelopes containing the name of a 
dimension of information. Each subject had to pull the card 
out of the envelope in order to obtain the information.
Once a card was used, the value of the dimension on the 
particular alternative was clearly displayed for the 
remainder of the choice problem. A decision situation for a
subject involved three numbers of alternatives (2, 6, or 12)
and three dimensions of information available (A, 8, 12) per
alternative. Each subject received three of the nine 
possible combinations. The values of an alternative on the 
various dimensions were selected such that no alternative 
would completely dominate another on all the available
dimensions. The dimensional information was selected so
that each alternative would have a priori both good and poor 
qua 1i t i e s .
The subjects were allowed to look at as little or as 
much information as they wanted or felt was necessary to 
make a decision. No time constraints were placed on the 
subjects. During the experiment a record was kept by the 
experimenter of the order in which information was examined 
by each subject in each decision situation. As for verbal 
protocols, each subject was asked to "think aloud" in 
describing each conclusion and the specific observations 
which he used to support his judgment.
The results revealed that the percentage of 
information searched declined both as the number of
alternatives available in a decision situation increased and 
as the number of dimensions per alternative increased. When 
the subjects were asked to choose between just two 
a 1 ternativesi they always searched the same amount of 
information on each alternative. However, in the 
multialternative choice situations, all subjects examined a 
greater number of dimensions of information for some 
alternatives than for others in the same set choice 
alternatives. This phenomenon implied that subjects might 
have been reducing the amount of information they had to 
search in the mu 11ia 1 ternative choice situations by 
eliminating some alternatives on the basis of only a few 
dlmens i o n s .
In the second experiment, there were twelve paid 
subjects who used similar stimuli as those used in the first 
experiment. A decision situation involved either £, 4, 8, 
or IE alternatives, and either A, 8, or IS dimensions of 
information per alternative. Each subject received ali of 
the 1£ possible combinations. The subjects were told that 
they were free to look at as little or as much information 
as they wanted to or felt as necessary to make a decision. 
The same "think aloud" instructions were also given to the 
sub jects.
The results showed that as the alternatives increased, 
the subjects, on the average, sought a smaller percentage of 
the total available information. Likewise, as the number of 
dimensions of information available increased, the total
percentage of available information sought decreased. These 
results were similar to those obtained in the first 
experiment. A three-way ANOVA was used to investigate the 
effect of three variables on the percentage of information 
searched: number of alternatives available, amount of
information searched per alternative, and subjects. The 
results indicated that only the number of alternatives 
available had a significant effect on the percentage of 
information searched.
E i nhor n_,_ k 1 ei nmunt z_,_ and_KJ.ei nmunt z ( 1 979}
Einhorn et al. conducted two experiments to test 
whether a linear regression model and the process-tracing 
protocols could capture the same underlying human judgment 
process. The task in the first experiment was to make 
diagnostic judgments of the degree of adjustment/ 
maladjustment from Minnesota Multiphasic Personality 
Inventory (MMPI) profiles. Experienced MMPI users were 
given cards on which the MMPI profiles were disclosed. Each 
profile contained 16 variables. The subjects were asked to 
scale the profiles according to the degree of adjustment/ 
maladjustment that the MMPI represented. Some subjects were 
also instructed to talk into a tape recorder while sorting 
the cards.
One approach to comparing the performance of a 
regression model and process tracing model is to compare the 
phi correlation. Because the process tracing led to a 
classification (recorded or not recorded) rather than a
scale value, the predictions from the regression model were 
classifi ed to indicate either an ad j us ted o r maladjusted 
category. As a result, the output of the regression model 
of one subject was made comparable to that of the process 
tracing model. Another approach to comparing the accuracy 
of the two models is to compare the numbers of 
misclassifications. The results of both approaches clearly 
indicated that the four-variab1e regression model did an 
excellent job of modeling the judgment, whereas the process 
tracing model is less accurate.
The task in the second experiment consisted of 
evaluating the nutritional quality of breakfast cereals. 
Each subject was asked to rate actual cereals, using 
nutritional information presented on cards. Each card 
contained an identification number and the nutritional 
information for a one-ounce serving. The information 
consisted of <1) percentage of eight U.S. recommended daily 
allowances; (2) calories; and (3) amount of carbohydrates 
and fat. As a consequence, there were 11 cues available. 
The subjects were first asked to sort A2 cards into four 
piles. Furthermore, the subjects were instructed tro think 
aloud during the performance of the task. After the first 
task, the subjects sorted a second set of A5 cards without 
thinking aloud. 25 of these A5 cards were new cereals and 
were used to test the model’s ability to predict new data. 
The remaining 20 cards were randomly selected from the 
original set and were used to investigate the judgmental
consistency.
The results indicated that subjects displayed 
consistent judgment and the instructions to think aloud had 
no effect on subjects’ judgment strategies. With respect to 
accuracy* the process model made three errors, whereas the 
regression model made five errors. Nevertheless, the 
regression model results did involve more serious errors in 
terms of the magnitudes of deviation.
d e_l zl?t1 ®i 1 E_1 - Sh esh a i _< J.9 8 0_)
Abde 1-kha 1 i l< and El-Sheshai evaluated the relative 
contribution of each of the two acts made by loan officers 
in predicting default; information choice and information 
processing. Twenty-eight commercial lending officers were 
asked to predict loan default for 3E firms and were allowed 
to select the cues they wished to use from a list of 18 
financial ratios and trends. Subjects first purchased up to 
four cues and evaluated the 38 cases. Then, subjects were 
given the opportunity to purchase up to four more cues 
before evaluating the firms a second time. The task was to 
make judgments on each of the 38 firms as "default" or "no 
default." Therefore, the research approach was the explicit 
information search. The experimental task was quite 
different from the typical lens model studies, in which the 
cues were determined by the researcher, not by the subjects.
On average, 3.5 cues were purchased in the first round 
and additional 1.5 cues in the second. The most frequently
purchased pieces of information and those perceived as the 
most useful in the first round were earnings trend) current 
ratio, cash flow to total debt, and trend of cash flow to 
total debt. The additional information items most 
frequently acquired were total debt to total assets, long­
term debt to net worth, and trend of net income to sales.
The accuracy of subjects’ predictions improved on average by 
0.007 with the usage of additional information. The 
difference was statistically insignificant (P-value was 
0.18).
The results revealed that the choice of information 
cues by human decision makers deviated from optimal. It 
appeared that human predictions of default fell short of the 
predictive ability of the mathematical models utilized in 
the study. The primary reason for subjects’ poor 
performance was the less than optimal choice of information 
cues. Neither the information processing nor the cue 
weighting significantly caused this poor performance. All 
the comparisons with the benchmarks showed that the loan 
officers generally performed worse than any of the 
mathematical models used in generating the benchmarks.
B o u w m a n_ <_ 1 983_>
Bouwman explored the development of diagnostic 
computer programs that were based on human behavior. 
Alternatively stated, this study analyzed the thought 
processes of a human diagnostician and translated it into an 
operational computer program. As a consequence, the
experiment must have had ample information about how these 
diagnoses were formulated and how decisions were made. The 
approach to generating this kind of information was the 
collection of thinking-a1oud protocols. Subjects were asked 
to think aloud while performing their task, which produced 
tape-recorded, minute-by-minute transcripts of their 
decision-making behavior.
Fifteen graduate students were required to analyze 
various "cases," each containing five pages of financial 
information consisting of a computer generated balance 
sheet, income statement, financial ratios, sales figures, 
and production data. The task was to make a quick 
evaluation of the position of the firm and to indicate the 
underlying problem, if any. Then, Bouwman used "protocol 
analysis" to translate this chaotic collection of 
verba 1izations into more accessible representations. As a 
result, the development of a computer program algorithm 
could be accomplished.
The program was written in Burroughs Extended Algol.
To facilitate the comparison between the program output and 
a subject’s diagnostic behavior, a visual representation of 
decision-making behavior, called Problem Behavior Graph 
<PBG), was developed. The comparison revealed that the PBG 
of the computer program showed a very similar process to 
subject's diagnostic behavior. The program examined the 
same information, in the same sequence as the subject, and 
formulated the problem at the same point of analysis. The
only major difference between computer and human analysts 
were a small number of additional findings reported by the 
computer, which did not have any impact on the final 
e v a 1uat ion.
One of the approaches to identifying the information 
usage of each subject is retrospective protocol tracing.
This protocol is a record of the subject’s past behavior 
during the experiment. Larcker and Lessing tried to provide 
evidence of convergent validity between the lens model 
research and the predecisiona1 behavior research. Mare 
specifica11y , Larcker and Lessing investigated the 
relationship between the cue importance measures derived 
from lens model and the information processed obtained from 
retrospective process tracing. Subjects were asked to 
evaluate stocks of fifty companies for possible purchase. A 
linear discriminant model was developed for each subject in 
order to predict the subject’s buy/no-buy decisions.
Subjects also provided a verbal report of their decisions 
immediately after evaluating the stocks.
A high percentage of the actual buy/no-buy decisions 
could be predicted correctly by both the lens model and 
retrospective process tracing models. Nevertheless, 
retrospective process tracing resulted in a significantly 
higher number of correct predictions. The frequency of cue 
occurrence in the tracing was positively related to the
absolute value of the standardized canonical coefficient.
The order in which cues were processed was negatively 
related to the abso lute value of the standardized canonical 
coefficient. The results indicated that the standardized 
cue coefficients derived from the lens model can 
appropriately represent the real judgment for estimation 
purposes.
StlLeLds_(_l?83)_
Shields investigated the relationships between 
managers’ demand for information, the supply of information, 
and judgment accuracy. The technique he used to trace 
information processing was explicit information search. The 
information available to the subjects was limited. Each of 
twelve executive MBA students was required to evaluate four 
production reports and to make a diagnostic judgment for 
each of them. There were two levels for each independent 
variable, i.e., number of responsibility units and 
performance parameters. The demand convergence was measured 
by (1) frequency of information selected, (E) order of 
selection, and (3) subjective importance of information.
A within-subject Spearman rank correlation coefficient 
was derived for each of the three measures described above. 
Then, a binominal test and a median test were performed to 
test the convergence. The degree of association among 
subjects’ judgment and judgment consensus was investigated 
by using Kendall’s coefficient of concordance. ANOVA was 
used to test the effects of independent variables on
A9
subjects’ judgments. The results indicated that (1) there 
is a moderate level of convergence among three behavior 
measures of demand, (S) there is a low but statistically 
significant level of demand consensus, (3) there is an 
association between supply and demand, and (A) demand is not 
associated with judgment accuracy.
B i ggs < 1 98ft J
Biggs, in an experiment conducted using 11 financial 
analysts, investigated (1) what information search 
strategies were used, (2) what proportion of available 
information was used, and <3) what type of ratios were 
generated in assessing corporate earning power. Verbal 
protocol analysis was used to trace the information search 
behavior of the financial analysts involved in assessing the 
earning power of five companies. The information available 
was ten year’s data from the three primary financial 
statements without footnotes. After the training session 
each subject was given five sets of financial statements and 
asked to think aloud as he performed the task. Each 
subject’s verbalizations were recorded on audio tape and 
later transcribed.
The results revealed that all subjects had highly 
structured information search patterns. An analysis of the 
amount and type of information used indicated that none of 
the financial statements were completely searched. Subjects 
concentrated most of their attention on the income
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statement. On average, 67.3 percent of the subject’s 
information search involved the income statement. In 
examining the pattern of individual items searched, there 
appeared to be no particular pattern within the income 
statement. The most important implication of this study is 
that subjects attended to a very small percentage of all the 
information available (only 30 percent). This phenomenon is 
consistent with the constraints of HIP ability.
Br ucks_,_m t c h e J _1 _, _ a n d_ St a e_l j n (_1 9 8 j+_>
In a marketing study, Brucks et al. investigated the 
effect of different formats for providing nutritional 
information in print advertisements and the effect of 
nutritional knowledge and product characteristics on the 
processing of this information. One hundred and two 
subjects were divided into 5 groups. The subjects were 
randomly assigned to one of six experimental conditions 
within each group. Each subject was given a large envelope 
containing the advertisements and questionnaire and was 
asked to look at the advertisements and decide whether or 
not he/she would be interested in purchasing these products.
Five measures were obtained from the questionnaire:
(1) perceived product class characteristics, (3) different 
brand beliefs, (3) recall of the information associated with 
the advertised brands, (9) measures of other product 
attribute beliefs and purchase intentions, and (5) tests of 
nutritional knowledge. The subjects were asked to write 
down everything that came to their minds when they thought
about each of the brands. This procedure was the approach 
used to determine what information the subjects had 
associated with the advertised brands after examining the 
advertisements. These elicitations were then coded as to 
whether or not they were statements about nutrition and, if 
they were, whether they were specific or abstract 
statements.
Brucks et al. hypothesized that the provision of 
nutritional information in an advertisement should affect 
problem perception by making nutrition more salient. In 
other words, this provision would increase the likelihood 
that subjects would encode and store the nutritional 
information about the products. In order to test this 
hypothesis, the number and percentage of nutritional 
statements elicited by the brand memory probes were analyzed 
by using a two-way (product and message level) repeated 
measures ANOVA. The results indicated that there was a 
significant effect for product and a marginal effect for 
message level. As for the effects of nutritional knowledge 
on information attention and processing, the results 
indicated that the more knowledgeable subjects relied less 
on nutrient information in forming an opinion. The results 
also revealed that when subjects perceived the product class 
to be nutritious, they were more likely to attend to the 
nutritional information, provided that it was in a form that 
made it relatively easy to process.
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Bouwman et al. examined the decision making process of 
professional analysts who were screening prospective 
investments. The subjects were provided with a package of 
financial materials that reflected the magnitude and the 
type of information they normally review. The formulation 
of the task was intentionally vague; therefore? each subject 
could fit the task to his/her personal style and approach. 
Subjects were asked to verbalize whatever came to their 
minds during the evaluation. After the analysis, subjects 
were asked: <1) what additional information would they have
used had it been available? (2) what questions would they 
ask if they could talk to a company representative? (3) what 
were their screening processes when they performed the 
tasks?
The resulting protocols produced a descriptive model 
of the financial screening process including the decision 
process? the decision rules? and the knowledge required to 
perform the task. The income statement was determined to be 
the primary source of financial information? although its 
role was largely limited to the early phases of the 
screening process. The authors pointed out that this 
finding would help to improve normative models of the task? 
as well as the design of methods to assist the decision 
maker. This research also decomposed the complex investment 
screening decision into its component processes and 
strategies? which are more convenient targets for further
analysis and evaluation.
Summar y_of _Predec_i_s i^ona 1__Behay i oil_Research
These approaches to identifying each subject's cue set 
can provide some information about decision making with 
respect to information acquisition. However? there are some 
control problems with these approaches. First? the 
interference of process tracing may affect the usual 
decision process of the subject. For example? the "think- 
aloud" or explicit information search may interfere with the 
subject's continuing concentration on decision making. 
Second? the failure of recollection may occur when the 
subject tries to recall his/her decision behavior 
retrospectively. Third? there is no evidence that the 
protocols really represent the actual judgment processes 
which occur in the human mind.
Because of these drawbacks? HIP research still suffers
from a dearth of experimental controls? a fact pointed out
by Hofstedt (1975). More recently? Libby proposed an
alternative to overcome this dilemma:
More sophisticated techniques using the computer can 
automatica11y record each selection? the time interval 
between selections? and final decisions. The resulting 
data can be used to assess cue usage be measuring the 
frequency of cue selection and the time interval between 
cues. Moreover? the sequence of selections can be used 
to test different models of the decision process (Libby 
1981, 78).
The adoption of an interactive system in an experiment 
can implement Libby's idea. An interactive experiment 
system can be designed to concurrently record which cues of
information are retrieved by each subject and how long each 
piece of information is used during the experiment. With 
such a system, subjects are allowed to determine their own 
cue sets rather than being forced to use the information 
selected by the researcher. The resulting record is a 
direct mapping of each user’s information acquisition. 
Furthermore, the interactive system can simulate a lens 
model decision environment by displaying some pre-selected 
financial information for the subjects to perform the same 
task. Consequently, this approach facilitates the 
i nvest igation of whether the subjects” discretion to select 
cue sets has an impact on their decisions.
The use of interactive systems is a well established 
method in social behavioral research. For example, Gills 
(1980) employed an interactive computer terminal for 
psychiatric patients to enter judgment and review 
descriptions of their judgment. Cook (1980) developed an 
interactive program to examine investment decision making.
Fie also pointed out that "future development of interactive 
judgment analysis can be expected to rely even more heavily 
on computer capabilities that offer decision makers a 
sophisticated theory-based approach to complex technological 
and social problems" (Cook 1980, 98).
By using computer technology, this new research tool 
is expected to provide more insightful information with 
respect to HIP. As compared to the traditional experiment 
in accounting, this method has several advantages. First,
better construct validity can be achieved via the 
synchronization of subject’s decision making and information 
processing trace. Second, better control of the impact of 
extraneous variables can be achieved because the system just 
keeps track of what information is actually selected by the 
subject. Third, the most profound advantage of this 
experiment is the expansibility of the control. By mailing 
the diskette containing the system and data, participants 
can interact with this experiment system at their own 
locations, as long as they have the appropriate facilities. 
In other words, the subjects can participate in this 
experiment at their offices; and such conditions will have 
no effect over the control of the experiment.
H J P and I n t e r a c t _i v e_ E x peri merit _ Sy s t e m s 
Although human decision processes vary significantly 
from person to person, the only observable result of 
decision making is the measured response taken by the 
decision maker to the problem. However, according to 
Anderson (197A), many judgment tasks require a decision 
maker to combine or integrate diverse pieces of information 
into one overall judgment. This process of integrating 
pieces of information into a single judgment (response) is 
referred to as information integration. Information 
integration theory states that each piece of information is 
characterized by a scale value S, and a weight value W* 
(Anderson 198E, Chapter E). The contribution of any piece 
of information is its weight times its scale value. The
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weight end scale values are then combined by an integration 
function into an overall response (R = f (W , S s) ). However, 
the concern of this study was to identify the S, of each 
subject. The cue weighting scheme was not investigated.
Theoretically> software can be designed so that the 
system controls the information displayed on the terminal 
and keeps track of every event (information retrieval) 
occurring throughout the task. However, the key question is 
whether the sequential information retrieval in an 
interactive experiment system violates usual HIP. In other 
words, the issue is whether there is a confounding effect on 
HIP if the financial statements available are decomposed 
into numerous pieces of information for sequential 
retrieval. It is therefore important to understand the 
characteristics of HIP capability.
Two characteristics of HIP capability are listed below
from the psychology literature (Hogarth 1980, 9):
Perception of information is not comprehensive but 
selective. For example, it has been estimated that only 
about l/70th of what is present in the visual field can 
be perceived at one time. Thus since we are literally 
bombarded with information we have to select; however, 
to select it is necessary to know what to select.
Since people cannot simultaneously integrate a great 
deal of information, processing is mainly done in a 
sequential manner. . . . However, it should be realized
that our normal way of acquiring information is across 
time and the sequence of events observed is important in 
making anticipations leading to actions.
The constraints of humans’ perception of information 
precludes the argument that an interactive experiment system 
confounds the information source for subjects. As for
sequential information retrieval» Newell and Simon (1972? 
796) conducted a paradigmatic experiment and found that HIP 
is a completely serial processing system for almost all 
operations. As a consequence) the sequential manner of 
integrating information in the human judgment process would 
not be distorted by the sequential information retrieval 
under an interactive system.
The issue of external validity is always important for 
a laboratory experiment. Ebbesen and Konecni (1980) 
investigated this issue and contended that the external 
validity of decision-making research in a laboratory 
experiment was low. They also pointed out that the problems 
of low external validity were insignificant features of the 
experimental task and subjects’ changing their decision 
strategies. Swieringa and Weick (1982) evaluated the 
laboratory experiment in accounting and contended that an 
experiment can be realistic if subjects are forced to 
perform the task seriously. This type of realism is 
referred to as "experimental" realism. On the other hand, 
an experiment can also be realistic if the events are 
similar to real-world events. This type of realism is 
referred to as "mundane" realism. In this study, the 
decision context of loan application for the subjects, bank 
lending officers, meets the criterion of mundane realism. 
Furthermore, in an interactive experiment system, the 
interactive mode of the task forces subjects to perform the 
task more seriously.
Swieringa and Weick (1985, 80) also contended that 
"the art of experiment is to use these procedures which will 
accurately capture variables; of interest and also have the 
most impact on and credibility for subjects." While the 
interactive experimental environment is not identical to the 
range of conditions under which real financial decision 
making is performed, it still may approximate enough 
features of this environment to permit an undistorted 
picture of HIP. Actually, according to Newell and Simon 
(1978), in a particular environment to achieve a given goal, 
the HIP becomes a determinate system that produces a stream 
of .behaviors. This stream of behaviors is the target of HIP 
research. Therefore, the most important criterion for an 
accurate approximation of HIP is to allow the subjects to 
accomplish a given task.
The proposed research methodology in this paper 
identified what information was actually used by each 
subject. As a result, the researcher could provide more 
conclusive evidence concerning the behavioral effect of an 
accounting treatment. The next section discusses the issue 
of lessee accounting, which is the accounting treatment 
selected to operationalize the research methodology.
A £ count l ng_ f o r _ L e s s e e s
Leasing is currently one of the major sources of 
capital financing in the US. It is estimated that between 
85 and 30 percent of all equipment acquired in the US today
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is leased" (Floersch 1987, 39). There are two significant 
financial reasons that leasing transactions have grown in 
popularity. First, the lessee company has the full tax 
deductibility of lease payment as opposed to, in most cases, 
the nondeductibility of residual values in determining the 
depreciation of the equipment purchased. Second, the 
possibility of off-balance-sheet financing may result in 
better debt ratios and a higher accounting rate of return. 
However, in substance, some leases are purchase transactions 
with debt financing and should be accounted for as such.
This accounting procedure is referred to as capitalization. 
Noncapitalized leases, which are not classified as purchase 
transactions, are classified as operating leases and the 
lease payments are treated as period expenses. Thus, the 
controversial issue is how to establish the criteria for 
classifying leasing contracts into capital or operating 
leases.
SFAS 13 is the most recent comprehensive authoritative 
pronouncement regarding leases. A broader approach to lease 
capitalization was adopted in this statement. Leases that 
substantially transfer "all of the benefits and risks 
incident to the ownership of property should be accounted 
for as the acquisition of an asset and the incurrence of an 
obligation by the lessee and as a sale or financing by the 
lessor" (FASB 1976b, para. 60). Supplemental disclosures 
are required for noncancel 1a b 1e operating leases in excess 
of one y e a r .
The reporting requirement concerning noncancel 1ab1e 
operating leases in excess of one year is not consistent 
with the definitions of assets and liabilities in SFAC 6 
(FASB 1985, para. 29-98). One criticism of lessee 
accounting per SFAS 13 is that some leases that should be 
capitalized still are not. It is argued that all leases in 
excess of one year should be capitalized to meet the 
definitions of assets and liabilities prescribed in SFAC 6. 
The reason that the FASB did not capitalize all leases in 
excess of one year was to avoid the costs if all leases were 
capitalized (Wolk, Francis, and Tearney 1989, 525). This 
compromise is consistent with the F A S B ’s position "CtDhat 
the Board needs to satisfy itself that the matter to be 
ruled on represents a significant problem and that a 
standard that is promulgated will not impose costs on the 
many for the benefit of a few" (FASB 1980, para. 193).
SFAS 13 brings up a continuing issue in the accounting 
literature concerning financial reporting. The issue is the 
comparability of financial information. The comparabi1ity 
of accounting information can be achieved by "accounting for 
similar transactions and circumstances similarly and for 
different transactions and circumstance differently." 
(Sprouse, 1987) As pointed out by the FASB, "the purpose of 
comparison is to explain similarities and differences" (FASB 
1980, para. 113). The comparability of financial 
information between companies can increase the informational 
value of comparisons of relative business activities and
performance. One approach to increasing the comparabiiity 
of accounting information in financial reporting is to use 
the same accounting procedures and methods of presentation 
for similar transactions.
Although the economic substance of a company does not 
change, following the provisions of SFAS 13 may cause the 
debt-to-equity ratio of a company with lease contracts to 
deteriorate, which in turn, may affect the credit rating of 
the company and the interest rate charged in the capital 
market. As a consequence, companies may try to avoid 
capitalization of a lease. Studies report that some 
companies have taken actions such as renegotiating existing 
lease contracts and structuring new contracts so that the 
capita1ization criteria per SFAS 13 can be avoided (e.g.,
D i eter 1979, Dieter and Wya 11 1980, Ferrara, Thies, and 
Dirsmith 1980, and Abdel-khalik et al. 1981, Chapter 5).
Some studies regarding the impact of lease capitalization 
are discussed below.
A 11man,__Ha l^deman , and_Nara^nan_<_ 1_977 )_
In 1968, Altman used a set of financial ratios in a 
discriminant analysis to predict corporate bankruptcy.
These financial ratios were working capita 1/tota 1 assets, 
retained earnings/total assets, earnings before interest and 
tax/total assets, market value of equity/book value of total 
debt, and sales/total assets. The discriminant analysis 
model proved to be very accurate in predicting corporate 
bankruptcy. In the 1977 study, Altman et al. also developed
a bankruptcy c 1 assification model by using discriminant 
analysis. The basic data of the sample were adjusted to 
promote comparabi1i ty of companies and to reflect the most 
recent reporting standards in order to make the model 
relevant for future analysis. The authors pointed out that 
the most important adjustment made was to capitalize all 
noncancel 1a b 1e operating and financing leases. The 
resulting capitalized lease amount was added to the firms’ 
assets and liabilities.
Both linear and quadratic structures were used to 
construct the discriminant analysis model. The quadratic 
and linear models yielded essentially equal overal1 accuracy 
results for the original sample c 1 assifications. However, 
the linear model performed better in predicting the holdout 
sample. The comparison between the 1977 study and the 196B 
study (a classical one) revealed that the newer model was 
far more accurate in bankruptcy classification in years 2-5 
with the initial year’s accuracy about equal. Altman et al. 
contended that the capitalization of noncance11ab1e leases 
was one of the reasons that the model performed better in
RO-LLTZil
In October 1973, the SEC adopted the extended lease 
disclosure requirements in Accounting Series Release (ASR) 
Mo. 197. The new mandatory disclosure requirements were:
(1) tne present value (P V ) of the minimum future lease
commitments, (£) the interest rste(s) implicit in computing 
the P V , and (3) the income effect (IE) if such leases were 
capitalized. Ro pointed out that if capitalized data 
convened any new information important to investors, it 
could be expected that there would be a market reaction to 
the disclosure of the capitalized lease per ASR 197. On the 
other hand, if the capitalized lease data did not convey any 
new information about the risk-return prospects of the 
firms, there would be no observable market reaction to the 
disclosure of such data.
The control group consisted of firms which were not 
required to report on noncapitalized leases for 1973 and 
1979. The firms in the treatment group were those which 
reported PV and/or IE figures of noncapitalized financing 
leases in their 10-K reports of 1973 and 1979 according to 
the Release. The author contended that a matched pair 
design would be effective to reduce the undesirable effect 
of regression phenomenon involved in estimating betas.
Based on the matched pair design, a vector of monthly return 
differences were computed by subtracting the returns of 
control group from those of treatment group. This vector 
was then used to investigate the possible effects of 
capitalized lease disclosure. Furthermore, in order to 
investigate whether the effects of capitalized lease 
disclosure did vary with respect to different levels of 
risk, firms in each group were classified into two different 
groups: high risk and low risk.
There existed four events during the course of the SEC 
Jease disclosure decision: (1) the proposal of ASR 197? <£)
the adoption of the proposal? (3) the effective date of ASR 
19^, and <9> the first public disclosure per ASR 197 by 
lessee companies. A twenty-one-month test period was 
adopted to investigate possible market reactions to these 
four events. For the purpose of identifying more precisely 
when the most intensive market reaction took place? the test 
period was divided into six subperiods. All statistical 
tests? including the overall test? were conducted for each 
of the six different test periods.
The computed F-values for all test periods? except 
test period A (TPm )? were significant at the .10 level. The 
exception was the test period from two months after 
effective date (November 1973) until September 1979. It 
appeared that the balance sheet effect was already impounded 
in security prices prior to the effective date? possibly at 
or around the time when ASR 197 was adopted. Surprising1y ? 
test period 6 (TP6)? the period between the first disclosure 
date (March 1979) and September 1979? indicated a 
significant result. TPS was a subperiod of TP9 and covered 
the same disclosure event. Never the 1 e s s ? the author did not 
provide convincing reasons for this surprising result. The 
results also indicated that the price effect was less 
significant for the firms which made only PV figures public? 
without disclosure of IE figures as well? and that security 
prices of low-risk firms were less affected by ASR 197 than
security prices of high-risk firms.
i .I
Bowman investigated the relationship of capital leases 
to the market risk of lessees. The capitalized value of 
leases per ASR 1A7 was used to measure the value of lease 
obligations. A multiple regression analysis constituted the 
principle test of the null hypothesis that the lease 
obligation per ASR 1U7 did not make a statistically 
significant contribution to an association test on market 
risk. In the regression model, the dependent variable was 
market risk (beta); independent variables were an accounting 
beta, differential business risk across industries 
(intercept dummy variables), debt-to-equity ratio, and 
leases-to-equity ratio.
The market risk was estimated with the market model 
for the sixty month period ending on the fiscal year-end 
first subject to disclosure of lease information under ASR 
1a 7. There were several alternative forms of accounting 
betas established from previous studies. The measurements 
of these accounting betas, however, contained considerable 
errors. Since the focus of Bowman’s study was on the lease 
variable as a competing variable in the tested model, the 
accounting beta with the highest explanatory power was used. 
Modigliani and Miller (1958) pointed out that there existed 
a possibility of differential risk across industries. As a 
consequence, a portion of the market risk could be explained 
by the use of intercept dummy variables. In the multiple
regression analysis, these intercept dummy variables based 
upon industries would capture that portion of the market 
risk which varies systematically between industries.
The sample was selected from the COMPUSTAT tape.
Those firms that disclosed the present value of their 
capital lease commitment and had data facilitating the 
determination of an accounting beta and an operationalized 
measure of systematic risk were selected. The final sample 
of 9£ firms were classified into seven industry groups 
according to Standard Industry Classification (SIC). The 
results of the association tests on the market risk 
indicated: (1) the lease variable was not statistically
significant, (£) leverage was very significant, (3) the 
difference in risk across industries was significant, and 
(9) the accounting beta was sensitive to whether or not the 
intercept dummy variables were included in the model. 
Ironically, there was a high level of association between 
the leverage and lease variable. When the leverage variable 
was dropped from the regression model, the lease variable 
had a statistically significant effect on the market risk.
F i nner t̂ '_,_F2 tzs_i m m o n _ a n d_ 0_1 i v e r (_1980J
Finnerty et al. investigated whether the market- 
determined systematic risk of the lessee companies was 
affected by ASR 147, the FASB’s exposure draft on lessee 
accounting, and SFAS 13. Specifically, the primary emphasis 
of this study was on the question of whether the systematic
r 1 s t- o+ the common stock of lessee companies was altered by 
the requirement of the SEC or FASB. The first hypothesis 
was that the S E C’5 ASR 1A‘7 induced a change in the risk 
characteristics of lessee companies. The second hypothesis 
was that the SFAS 13 induced a shift in the risk 
characteristics of lessee companies.
There were three samples in this study: companies
which engaged in a considerable amount of leasing, companies 
which did very little leasing, and companies which were 
randomly selected. The leasing sample and the nonleasing 
sample were matched by SIC code. The Chow test was used to 
determine fully whether the market risk characteristics of 
the stocks had changed. The Chow test is a procedure 
specifically designed to test for statistica11y significant 
shifts in the beta coefficient in a linear time series 
regression. The results indicated that the S E C ’s ASR 197 
and the FASB’5 pronouncement had little effect on the 
market’s assessment of systematic risk.
^bde ̂ -kha ̂ î k _et _a 1̂;_
The most ambitious study, as far as the effort is 
concerned, was performed by Abde1-kha1ik, et al. (1981).
They investigated, among other things, the behavioral 
effects of SFAS 13, the impact of SFAS 13 on stock returns 
and risk measures, and the effects of SFAS 13 on bond 
pricing and bond rating. The behavioral effects are the 
impact of SFAS 13 on users’ decisions and the impact of 
capita1ication of leases on key factors such as predicting
future cash flow and debt-paying ability of lessee 
companies. A mail survey, interviews, and a survey of 
reports in the financial press were used to gather 
information. The subjects consisted of chief financial 
officers, auditors, commercial bank loan officers, and 
financial analysts.
The instrument used in this study consisted of a 
simplified balance sheet and income statement for each of 
two companies. The financial statements were, by design, 
identical in all respects except for their accounting method 
regarding a long-term, noncancel 1a b 1e lease. Company A 
capitalized the lease; Company B reported it in the 
footnotes to the financial statements. The subjects were 
asked to perform the tasks by using only the information 
given. The tasks were to assess the two companies' 
profitability, debt-paying ability, financial risk, 
predictabi1ity of cash flow, and prospects as investments.
The authors tried to evaluate the extent to which 
subjects compared the two companies on the basis of the 
reported financial statements rather than the underlying 
economic reality. Since these two companies were almost 
identical, it was expected that there would be no preference 
between the two companies. Surprising1y , they found a large 
percentage of bank loan officers preferred the company that 
did not capitalize the leasing contract in the financial 
statements. However, in another self-assessment question, 
subjects indicated that there was no negatively perceived
effect due to the capitalization of leasee on lessees’ debt- 
paving ability, cost of debt, and stock prices. These 
results indicated that the findings were contradictory to 
each other.
As for the impact of SFAS 13 on stock returns and risk 
measures, Abdel-kha 1ik et al. pointed out that if there were 
no changes in financing or investment decisions as a 
consequence of capitalization of leases, the change in 
accounting for leases should have no significant impact on 
(1) marker-based measures of risk' or (2) risk-adjusted 
average stock returns. The market model and capital asset 
pricing model (CAPM) were used to test the hypotheses. Data 
from the daily CRSP tape were used to form weekly holding 
period returns. Weekly returns were computed for each 
stock, as well as for the value-weighted market index. 
Analysis was conducted at both the weekly and monthly return 
levels. The results indicated that (1) no significant 
changes in averaged risk-adjusted returns were associated 
with the change in accounting for leases, and (2) there was 
no conclusive evidence of association between changes in 
market-based measures of risk and capitalization of leases.
The effect on bond prices was measured by: (1)
changes in bond-risk premiums and in bond-holding returns 
and (2) changes in bond-risk classes as judged by bond 
ratings. The bond price data were obtained from recorded 
transactions in Barron’s and from Merrill Lynch’s pricing 
system. Changes in bond ratings were obtained from Moody’s
Bond Record. The weekly bond-risk premiums and rish­
ad justed abnormal holding returns of the test period were 
compared for the companies with high leases and those with 
low leases. Mo significant changes were detected during any 
of the test periods associated with the proposal, adoption, 
or implementation of SFAS 13. Furthermore, no evidence was 
found for the association between the bond-rating changes 
and the capita 1ization of leases.
The results of these empirical studies cited above 
illustrate the issue of the impact of lessee accounting is 
far from being resolved. As explained in chapter one, two 
behavioral studies regarding the impact of SFAS 13 (Wilkins 
and Zimmer vs. Sami and Hartman), with similar treatments 
but different designs, also found results that were 
contradictory to each other. Since the proposed research 
methodology for the present research provides an avenue for 
the researcher to verify the effectiveness of manipulation 
in the experiment, it is believed that this present study 
can provide more conclusive evidence regarding the 
behavioral impact of SFAS 13 on loan officers’ decision 
ma k i n g .
Summary
This chapter presented a view of the literature 
relevant to the present study. The first section of this 
chapter discussed studies investigating HIP by using the 
lens model. The second section discussed studies relating
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to predecisiona1 behaviors. The weakness and/or drawbacks 
of the design in these studies provide the incentive to 
propose a better research approach for this present study. 
With an interactive experiment system, the information 
acquisition of each subject can be concurrently identified 
while he-she is selecting the relevant cue set. In 
addition, the interactive experiment system can facilitate 
the investigation of convergent validity between the lens 
model research and the predecisiona1 behavior research 
because it can also simulate the lens model decision 
environment. The third section discussed the possible 
impact of an interactive experiment system on human 
information processing. The final section of this chapter 
discussed the impact of lease capitalization, which is the 




The primary research question addressed in this paper
is:
What information is processed by loan officers in the 
decision context of a loan application when the loan 
officers have the discretion to select the information 
they want from the financial statements provided?
The research was designed to identify what information 
was processed by each subject. Since each subject had the 
discretion to select his/her own cue set in an interactive 
experimental environment, the information processed by each 
subject was concurrently identified by the interactive 
software system to answer the primary research question. In 
addition, the following questions were also examined:
1. How does the discretion of cue-select ion impact the 
credit line approved and the interest rate charged 
in the decision context of a loan application?
S. What is the relationship between the perceived
importance of a particular piece of information and 
the retrieval order of that piece of information in 
the decision context of a loan application?
3. How does the accounting method for lease contracts 
impact the credit line approved and the interest 
rate charged in the decision context of a loan 
a p p 1icat ion?
A. How does time pressure impact the credit line 
approved and the interest rate charged in the 
decision context of a loan application7
7E
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5. How does time pressure impact the demand for 
information in the decision context of a loan 
app1icat ion?
6. What is the impact of demographic factors, such 
as years of experience in evaluating loan 
applications and educational degree, on the 
demand for information in the decision context 
of a loan application?
Desj.gn_pf_an_Jnteract ive_Expejrj.ment_System 
Smith (1980) pointed out that it was difficult to make 
prescriptive comments about the detailed design of the man- 
computer interface on a general basis because the design 
always depended on particular situations. Norman (1984) 
also contended that the interface had to be developed 
through iterative experimentation with the users.
Therefore, the system design in this study was developed 
through an iterative process of trial and error. The 
ultimate goals in this system were to permit subjects to 
perform their tasks with the least amount of interference 
from the man/computer interface and, concurrently, to 
identify the information retrieval processes of the 
subjects. Several MBA students were employed in this fine- 
tuning process.
As explained in Chapter two, the psychology literature 
(e.g., Hogarth 1980, Newell and Simon 197S) supports the 
notion that a human’s judgment processes are not distorted 
by sequential information retrieval in an interactive 
experimental environment. Since an interactive software 
system can be designed so that the system records every 
information retrieval throughout the task, the
7^
identification of information acquisition can be
accomplished. In addition to the man/computer interface,
the second design issue was how to decompose the financial 
statements into pieces of information to facilitate the 
subjects’ information retrieval. In this section, the 
design of the man-computer interface, the definition of one 
piece of information, and the time elapsed in the usage of 
one piece of information are discussed.
Man-Computer interface
Currently available interactive information retrieval
systems help users to access various databases which store
information on a wide range of topics. Nevertheless, the
access to this information is always performed via special
command languages with highly specific syntax. As a
consequence, this direct access is always limited to
"trained" experts. Marcus and Reintjes (1981) suggested
that users of information retrieval systems generally were
able to bypass search intermediaries and extensive training.
Crawford and Becker explained several reasons for not using
a search intermediary:
It is inconvenient and time consuming for a user to 
have to go through a third party rather than 
interacting directly with the retrieval system. It may 
be difficult for the intermediary to fully understand 
the u s e r ’s information need, and to formulate a search 
request that reflects this need. If the preliminary 
results of a search are unsatisfactory, the user may be 
further inconvenienced by having to return to the 
search expert to reformulate his request (1986, 288).
75
Furthermore, incorporation of a special command 
language into the design of an interactive experiment system 
will increase the overhead of the system, which will slow 
down the response speed. Therefore, an interactive 
experiment system should be user-friendly and self- 
explanatory. To be effective, subjects should not require 
any training or external documentation to use the system. 
Accordingly, the system design in this study enabled the 
subjects to formulate a search request which was intuitively 
meaningful to them.
Communicating with a computer, particularly when using 
new software, has been a very unsatisfying experience for 
most people. The humanoid performance of "Hal" in "E001" 
and "2010" is far beyond today’s computer technology.
Therefore, the consideration of what is typically involved 
in the act of communicating with a computer is necessary 
(Smith 19S0). Since the basic function of an interactive 
experimental software system was to permit subjects to 
retrieve various pieces of information to perform the task, 
the most important issue was to make the information 
retrieval process as easy as possible. Feigenbaum (197A) 
noted that users (subjects) would like the computer to have 
a number of characteristics: a discourse language which is
comfortable for the users, appropriate communication 
modalities, and computer responsiveness to user vagueness, 
imprecision, and error. As a consequence, the interface 
design of this experiment system considered three issues:
designing the command languages? displaying the financial 
information requested by the subject? and helping 
instructions and error handling.
A command language is usually intended to convey 
instructions to users and at the same time to invoke 
requested actions from users. Smith (1980) pointed out that 
the more immediate and direct the relationship between the 
command and the action? the easier it is for users to 
comprehend. Since subjects search for their own cue sets 
and make decisions? the pieces of information available for 
them can be prenumbered. Thus? these numbers become the 
"commands" for the subject to communicate with the system.
In other words? subjects simply enter the number 
corresponding to the title of the information requested and 
the system displays the financial information accordingly.
As a result? there is a direct relationship between the 
command and the requested action.
0 ne _Piece of I_nf orrnat î on
Brosey and Shneiderman (1978) conducted two 
experiments and found that the presentation of information 
made a notable difference in problem solving performance. 
More specifically? the hierarchical arrangements of 
information resulted in a better comprehension. Allen 
(1981) noted that menu presentations incorporated several 
psychological features? one of which was to provide the 
ability to recognize relevant items more easily. Based on 
these findings? the financial statements in this study were
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decomposed into a hierarchical menu. Each item in one menu 
panel was assigned a corresponding number.
Since accounting procedures decompose business 
activities into accounts for reporting purposes, one general 
ledger account can be perceived as one piece of information. 
Footnotes (FN) are used to provide additional information 
for particular accounts or to provide information for 
significant events. Because each footnote indicates 
information of a different nature, it is reasonable to treat 
each footnote as one piece of information. The statement of 
changes in financial position (SCFP) is broken down into two 
levels. The first level is the summary of sources, uses, 
and net changes of the working capital. The second level 
allows the subject to select one of four choices: 
displaying detailed sources, displaying detailed uses, 
displaying detailed net changes, and skipping detailed 
information. Thus, there were three pieces of information 
available for the details of a fund statement.
The audit report (AR) is an overall opinion regarding 
the financial statements. Furthermore, since all subjects 
across different groups received the same unqualified 
opinion, the entire report was considered as one piece of 
information. Finally, each item of the five year summary 
(FYS) was treated as one piece of information. Given the 
definitions of one piece of information, the menus 
displayed on the screen of this interactive experiment 
system were broken down into four levels: Main Menu? Group
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Items Screen, Detailed Items Screen, and Financial 
Information Screen.
The Main Menu is depicted in Table S. A subject could 
select any item to review by keying in the appropriate 
number. For example, if the subject wanted to see the 
income statement, he or she keyed in a 1. When the subject 
selected one of the numbers displayed on the Main Menu (in 
this case from 1 to 6), the system displayed the Group Items 
Screen or the Detailed Items Screen for the subject to make 
a further selection. For example, if the subject selected a 
4, which was the "Footnotes of Financial Statements," the 
Detailed Items Screen displayed all the items under this 
category as shown in Table 3. When the subject selected one 
of the numbers displayed on this Detailed Items Screen (in 
this case, from 1 to 18), the system displayed the financial 
information for the item requested.
Table 8
FINANCIAL INFORMATION OF MAIN MENU
1. Income Statement
8 . Balance Sheet
3. Statement of Changes in Financial Position
A. Footnotes of Financial Statements
5. Audit Report
6 . Summary of the Past Five Years
Which item would you like to retrieve?
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Table 3
DETAILED ITEMS SCREEN OF FOOTNOTES
Footnotes of Financial Statements:
1. Summary of Significant Accounting Policies
2. Accounting Changes for Vacation Pay
3. Accounts and Notes Receivables 
^ . Sundry Assets
5. Accrued Expenses
6 . Long-term Debts
7. Description of Leasing Agreements
8 . Income Taxes
9. Pension Plans
10. Shareholders’ Equities
11. Stock Options 
IS. Other Income
Which item would you like to retrieve?
The financial information displayed included user 
input* system messages* and financial information requested 
by the subject. The user input, displayed on top of the 
screen, was the title of the financial information being 
requested. As a result, the subject could connect the 
financial information displayed to the information he or she 
requested. The system messages, including error messages if 
applicable, described the alternatives available for the 
subject to select for the next action. Under all 
circumstances, the screen displayed all options available 
for the subject to select. The subject just selected the 
number (or character) corresponding to the action to be 
invoked. To reduce distraction related to the perception of 
information, the information displayed from the previous
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procedure was erased from the screen before a new action was 
i nvoked„
Measutr^enieri t__of _T ime _E l_ag_sed
The time elapsed for the usage of a particular piece 
of information was the span from the moment that the 
financial information was displayed on the screen to the 
moment that it was erased from the screen due to the 
subject’s action. The time data was generated by a built-in 
function of the system. This function, when called, 
returned the current time. Thus, the time elapsed was the 
difference between the two recording points described above. 
The accumulated time elapsed was the time consumed by the 
subject to process the information. This measurement was 
used to operationalize the incidence of time pressure in the 
second task of this study.
Pi_L° t Tests
Seven MBA students were employed in a series of pilot 
tests. Their tasks were to evaluate the loan application of 
a hypothetical company and to determine the credit line 
approved and the interest rate charged. Participants were 
told that the financial information was stored on the 
diskette and that they were allowed to retrieve whatever 
information deemed important to them. As expected, there 
were several recommendations from the participants to refine 
the system.
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One important finding of the pilot study was that 
subjects had difficulty perceiving the financial status of 
the company being evaluated when they could look at the 
information of only one general ledger account each time.
Since the screen did not display the information requested 
previously, subjects had to remember the values of those 
accounts already retrieved or retrieve that information 
again. As explained in Chapter one, the constraints of 
short-term memory may have confounded the subjects’ HIP 
ability to grasp the overall picture of the company.
Stephens (1979) also noted that users of financial 
statements utilized both the account balances and the 
relationships between accounts.
A more flexible approach was therefore adopted to 
define one piece of information based on the suggestions of 
participants in the pilot test. Several general ledger 
accounts were then aggregated as "group" items. These 
aggregated information items included the income statement 
(IS), current assets (CA), plant and equipment (PE), other 
assets (O A ), current liabilities (CL), long-term liabilities 
(LL), and equities (ED). Each total amount of these items 
was displayed on the screen if the subject selected the 
Balance Sheet. Then, the subject had the option to list the 
detailed items of any particular aggregated information. As 
a result, the information retrieval hierarchy is as shown in 
Figure 2. Each financial information inquiry, regardless of 
hierarchical levels, was identified as one piece of
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information and recorded as such by the interactive 
experiment system.
Figure 2 
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Notation: SE—Selection to display detailed inforaation. 
DI—Display detailed inforaation.
Without being told the real objective of the 
interactive system, twelve MBA students were employed to 
test the revised system. The results showed that the 
modification made it quite comfortable for the subjects to 
accomplish their tasks. Some subjects even appreciated 
using the interactive approach for decision making. As 
pointed out by Swieringa and Weick (1982), the art of an 
experiment is to use certain procedures in order to 
accurately capture variables of interest. The primary
B3
purpose of this study was to identify loan officers’ 
information acquisition patterns in a commercial lending 
decision. If subjects could reach their final judgments, 
this interactive experiment system could be a powerful tool 
to capture the variables of interest and, consequently, 
could accomplish the objectives of this study.
A pretest was conducted by using loan officers in the 
Baton Rouge area before the collection of final data. This 
pretest served two purposes. The first purpose was to 
refine the interactive experiment system to fit in the loan 
officers’ decision environment. Secondly, the average time 
needed to accomplish the second task from the pretest was 
used to operationalize the incidence of time pressure. Time 
pressure was one of the independent variables in this study, 
which is discussed later in this chapter.
E xper i_ment^a 1 Tasks
The discussion of the experimental tasks is divided 
into two sections: the sample and the interactive
experimental procedures.
The_Samj3_l e
The subjects for this experiment were bank loan 
officers. Bank lending officers were the subjects of 
several studies conducted to investigate the behavioral 
impact of lessee accounting per SFAS 13 (e.g., Abdel-khalik 
et a l . 1981 Chapter 5, Wilkins and Zimmer 19B3, and Sami and
Hartman 198B). Furthermore, Casey pointed out several
reasons that loan officers are significant subjects in 
conducting behavioral accounting studies. These reasons are 
that loan officers:
(1) rely on accounting data in decision making;
(2) analyze financial statements with considerably more 
sophistication than other large user groups; and
<3) play an influential role in economic resource 
allocation (Casey 1980, 37).
Th e_ J n t e r acti v e_ Exper i merit a J _ Pr o c e d u r e s
The interactive experimental procedures are depicted 
in Figure 3. The subjects were requested to perform three 
tasks. The first page of the instructions described the 
interactive experiment system (Appendix A), and the second 
page of the instructions explained the background of the 
tasks (Appendix B). There were three kinds of keystrokes 
that subjects had to use during the experiment: numbers (0
through 9), letters (a through z), and the Return Key.
Eirsjt_Taskj The first task for each subject was to 
specify the three most important pieces of information from 
the financial statements before he or she "processed" the 
actual information. Since there is evidence that extreme 
values of information bits are especially salient in 
decision making (Pitz 1980), the ex-ante rankings of 
financial information were used in this study to avoid the 
possible impact of the information content on rankings. The 
resulting rankings were based on the perception and 
experience of each subject. This approach is different from 
the lens model study in which the rankings are based upon 
the cues predetermined by the researcher.
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Secpnd_Taskj The second task was to determine the 
credit line to be approved and the interest rate to be 
charged with respect to XYZ’s loan application. The 
subjects were told that all financial information of XYZ 
Company was stored on the diskette. They were allowed to 
select whatever they perceived as important in order to 
evaluate the loan application of XYZ Company. The system 
concurrently identified what information was retrieved while 
the subjects were selecting their own cue sets.
lh^rd_Task^ The purpose of the third task was to 
verify whether the cue-select ion discretion had an impact on 
loan officers’ decisions. Therefore, the third task was to 
determine the credit line and interest rate based upon the 
predetermined cue sets provided by the researcher instead of 
the subject’s s e 1f-se1ected cue set. ' Six financial ratios 
of two companies (Co. A and Co. B) were displayed on the 
same screen. Subjects were told to assume that these 
companies had similar financial conditions as XYZ Company 
unless the provided cue sets indicated otherwise. The 
financial ratios available in the predetermined cue sets 
included net income/total assets, current assets/total 
assets, cash/total assets, current ratio, sa1es/current 
assets, and debt-to-equity ratio. These ratios were 
provided to the loan officers in previous studies using the 
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To facilitate the purpose of this investigation, the 
ratios of one company (Company A) were identical figures as 
those of XYZ Company if the subjects had constructed the 
same financial ratios from the information retrieved. The 
subject might, however, have not used all six financial 
ratios when evaluating the loan application of XYZ Company. 
The financial ratios of Company B served the purpose of 
deceiving subjects to avoid "hypothesis guessing." By 
presenting the financial information for two companies at 
the same time, it was expected that subjects would 
concentrate on the contrast between Company A and Company B. 
As a consequence, the recollection effect of the financial 
figures from the second task (XYZ Company) could be reduced 
as much as possible.
Finally, some demographic data were requested from 
each subject. The data included the subject’s job title, 
years of experience in evaluating loan applications, and 
academic degrees. The subjects were asked to provide this 
information by answering the questions on the screen.
JtlJ!= _yar_i ab_l es
The purposes of this study were to identify the 
information retrieved by the subjects and to provide 
insights into HIP in a loan decision context. As a 
consequence, the behavioral effects of the accounting method 
for leasing arrangements and the discretion of cue selection 
on a loan decision can be investigated. Therefore, 
different variables and statistical models were used for
B8
d i f f e r e n t  p u r p o s e s .  T a b l e  4  s h o w s  a su m m ary  o f  t h e  
v a r i a b l e s ?  t h e  s t a t i s t i c a l  m o d e l s ?  a nd  t h e  d a t a  c o l l e c t i o n  
t a s k s  f o r  e a c h  h y p o t h e s i s  t e s t i n g .  T h i s  s e c t i o n  p r o v i d e s  
t h e  d e t a i l e d  d i s c u s s i o n  o f  t h e  v a r i a b l e s .
T a b l e  4
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H3b Time pressure (Ind) 
Interest rate charqed (Dep)
ANOVA
H3c Lessee accounting (Ind) 






_Interest rate charqed (.Dep)__ 
Time pressure (Ind)
Amount of information__(Dep_)_
Working experience (Ind) 




-0IL --- Academic degrees (Ind) Amount of information (Dep)
ANOVA
’ANOVA with repeated measures.
J  n d e p e n d e n t  Va r i a b _ le s
T h e  d i s c r e t i o n  o f  c u e - s e l e c t  i o n  w a s  t h e  i n d e p e n d e n t  
v a r i a b l e  o f  h y p o t h e s e s  HI a n d  H 2 .  T h e  s u b j e c t  h a d  t h e  
d i s c r e t i o n  t o  s e l e c t  h i s / h e r  own c u e  s e t  f o r  t h e  s e c o n d  
t a s k ?  w h i l e  h e / s h e  h a d  t o  u s e  t h e  f i n a n c i a l  r a t i o s  p r o v i d e d  
b y  t h e  r e s e a r c h e r  f o r  t h e  t h i r d  t a s k .  A s  a  c o n s e q u e n c e ?
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investigating the difference of responses between the second 
task and the third task provided a clue as to whether the 
cue-se1ection discretion had any impact on loan officers’ 
dec i s i o n s .
The existence of time pressure was the independent 
variable of the hypotheses H3 and H 4 . The incidence of time 
pressure was operationalized by allowing the subjects to 
perform the second task within 80 minutes, which was 
approximately 75 percent of the average time used by the 
subjects in the pretest. Therefore, there were two levels 
for this independent variable: with and without time
pressure. For the group with time pressure, the interactive 
experiment system verified the time limit after each 
retrieval of financial information. No information 
retrieval was allowed after the time expired. The remaining 
time for the experiment was displayed on the screen whenever 
the system displayed the financial information requested by 
the subjects. Furthermore, a "two minute warning" was 
provided on the screen as an alert to the subjects.
Another independent variable of the hypothesis H3 was 
the accounting method for lease contracts. There were three 
levels for this variable: capitalization of lease
contracts, footnote disclosure, and no lease transactions 
(control group). As explained in Chapter 2, prior research 
has not demonstrated consistent results regarding the 
beh avioral impact of financial information per SFAS 13. A 
major flaw contributing to the inconsistent results was the
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lack of control of manipulation. In the present study, by 
identifying the information acquisition of the subjects, the 
researcher could empirically verify whether the accounting 
treatment was processed by the subjects. As a result, more 
conclusive evidence regarding the behavioral impact of 
lessee accounting could be obtained.
Work experience and academic degrees were the 
independent (classification) variables of hypotheses H5 and 
H6 respectively. The purposes of these hypotheses were to 
investigate the impact of demographic factors on HIP 
behav i o r .
Dependent Var i_ab l_es
Theoret1c a 11y , a company with greater risk is charged 
with a higher risk premium (Cohen and Hammer 1966). As 
explained in Chapter 2, the capitalization provisions of 
SFAS 13 may deteriorate the debt-to-equity ratio of the 
company and affect the credit rating of the company and the 
interest rate to be charged in the capital market. 
Consequently, the size of loan to be approved and the 
interest rate to be charged are the dependent variables for 
hypotheses HI, H 2 , and H3. Given the same economic 
substance, lease capitalization would result in a higher 
perceived risk, which in turn would cause a higher risk 
premium compared to the risk premium of a company with 
footnote disclosures. Therefore, it was worth investigating 
whether the accounting method for lease contracts had an 
effect on loan officers’ decision making.
In this study, subjects were asked to state the 
maximum line of credit that they would be willing to grant 
the hypothetical companies and the minimum interest rate, 
stated as an amount above prime, that they would charge. 
Miller <1985) pointed out that a line of credit decision 
gave the researcher more information about the manipulated 
treatment in the study. This 1ine-of-credit approach is 
better than presenting the subjects with a loan proposal and 
then asking them to make a dichotomous, accept or reject, 
dec i sion.
The dependent variable of hypotheses H 4 , H5, and H6 
was the amount of information retrieved by the subject. The 
amount of information was defined as the number of pieces of 
information retrieved by the subject when performing the 
second task. If the subject retrieved the same information 
more than once, that piece of information was counted once 
only.
Hyp_o theses
One of the differences between the lens model research 
and the predecisiona1 behavior research is the subject’s 
discretion to select the cue set. The subjects in the 
predecisiona1 behavioral studies select their own cue sets, 
while the subjects in the lens model studies use the 
predetermined cue sets provided by the researchers. The 
subjects in the lens model studies are always asked to use 
the information deemed relevant to the researcher rather
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than searching for the relevant information based on their 
own experiences. Thus* the predetermined cue sets provided 
by the researcher may not be the same as those self-selected 
by the subjects. In other words* there may be some 
information in the predetermined cue sets which would never 
have been perceived as relevant by the subjects in selecting 
their own cue sets. Therefore* investigating the impact of 
cue-selecting discretion on loan officers’ decision making 
is important. Hypotheses one and two were stated as:
HI: The discretion to select information has no
significant effect on the line of credit approved 
by the bank loan officers.
H2: The discretion to select information has no
significant effect on the interest rate recommended 
on the line of credit.
The third hypothesis tested the overall impact of the 
incidence of time pressure and lessee accounting per SFAS 13 
on commercial lending decisions. As explained in Chapter 1, 
the inference of the accounting behavioral study is more 
conclusive if the processing of the manipulated accounting 
treatments can be verified. The identification of 
information retrieval in the second task facilitated 
verifying whether the accounting treatment was processed by 
the subjects in this study. Then* the behavioral impact of 
lessee accounting per SFAS 13 can be investigated.
Hypothesis H3 deals with the overall effect of the 
manipulated variables— accounting procedures for lease 
contracts and the incidence of time pressure— on commercial 
lending decisions. If hypothesis H3 is rejected, the
corollary hypotheses H 3 a , H3b , H3c , and H3d will be tested.
H 3 : The incidence of time pressure and the accounting
treatment of lease contracts has no significant 
effect on loan decisions made by the bank loan 
off i cers.
H 3 a : The incidence of time pressure has no significant
effect on the line of credit approved by the bank
loan officers.
H 3 b : The incidence of time pressure has no significant 
effect on the interest rate recommended on the 
1i ne of cred i t .
H 3 c : The accounting treatment of lease contracts has no 
significant effect on the line of credit approved 
by the bank loan officers.
H 3 d : The accounting treatment of lease contracts has no 
significant effect on the interest rate recommended 
on the line of credit.
Payne (1980) pointed out that different people acquire 
information in different ways, and therefore there may be no 
warranted relationship between the order of the information 
retrieval and the relative importance assigned to that piece 
of information. Nonetheless, Lockhead (1980) contended that 
early stimulus events were important for the subjects to 
identify the problem space. He also suggested that there 
was an interest in subjects’ information acquisition in 
order to investigate how subjects understood the task 
environment. Larcker and Lessing (1983) investigated the 
relationship between the cue importance measures derived 
from the lens model and the information processes identified 
through retrospective protocol tracing. The results 
indicated that the order in which cues were processed was 
negatively related to the absolute value of the standardized 
canonical coefficient. In the present study, the data
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obtained from the first task (ex-ante rankings) and the 
second task (order of information retrieved) could be used 
to test Lockhead’s proposition in a commercial lending 
decision. Alternatively stated, the data can be used to 
investigate the association between the perceived importance 
and the retrieval order of financial information.
Time pressure is characterized as a condition in which 
an individual has to solve a problem within a limited frame 
of time (Bronner 1982, 1). The existence of time pressure
may make the subject’s information search and information 
processing reach the time limit, which in turn, limits the 
subject’s information processing. Bronner (1982, 113)
conducted a study and contended that the existence of time 
pressure led to a restriction in the demand for information. 
Ironically, this time pressure issue has never been brought 
up in any empirical accounting study even though decisions 
in business are frequently made under time pressure. By 
studying this variable, some insights into HIP under time 
pressure in an accounting context can be obtained. The 
fourth hypothesis tests the effect of time pressure on the 
amount of information processed by the subjects.
H 4 : The incidence of time pressure has no significant
effect on the amount of information retrieved by the 
bank loan officers.
Carroll (19B0) portrayed the decision maker as 
possessing a rich store of knowledge. A comparison of 
expert and nonexpert decision makers indicated that an 
expert judgment appeared to be based on specific knowledge
(schema) relevant to the task, while a layman would have 
fewer and less detailed schemas. The implication of this 
proposition is that a more knowledgeable (experienced) 
subject would process more bits of information than a less 
knowledgeable (experienced) subject would. Therefore, the 
demographic data obtained from subjects, such as years of 
experience in evaluating loan applications and academic 
degrees, was used to test the possible effect of these 
factors on HIP. Hypotheses five and six are therefore:
H5: Years of experience has no significant effect on
the amount of information retrieved.
H6: Academic degrees have no significant effect on
the amount of information retrieved.
E2?fij?£jj3j?i°DS_of_the_H^/gotheses
The study conducted by Abdel-khalik and El-Sheshai 
( 1980'r dealt with the impact of "additional" information on 
decision making. Their results indicated that the accuracy 
of the subjects7 predictions improved on average by .007 
with the usage of additional information. Alternatively 
stated, the first four pieces of information "purchased" by 
the subjects in their study already dominated the 
predict ions.
In the present study, the predetermined cue set 
available for Company A of the third task might have 
contained different information compared to the subject’s 
self-selected cue set. In other words, some of the six 
financial ratios provided by the researcher for the third
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task might have not been used by the subject when performing 
the second task. The manipulation in this study could not 
however facilitate the identification of "additional" 
information for the third task. Nevertheless, by comparing 
the repeated responses to the second task and Company A in 
the third task, the effect of cue-se1ection by loan officers 
was investigated. Exploratory hypotheses HI and HE tested 
the convergent validity between the lens model research and 
the predecisional behavior research.
Hypothesis H3 tested the overall effect of the lessee 
accounting per SFAS 13 and the time pressure on loan 
officers’ commercial lending decisions. Since previous 
studies found contradictory results and it was uncertain 
whether the manipulated accounting information would be 
processed by the subjects, the testing result of Hypothesis 
H3 was difficult to predict. Nonetheless, this study 
intended to provide positive evidence concerning the impact 
of SFAS 13 on loan officers’ commercial lending decisions. 
Due to the constraints of HIP ability, it was expected that 
the footnote disclosure might not be processed by the 
subjects. If the loan officers did not retrieve the leasing 
information from the footnote, the financial information of 
noncapitalized lease contracts per SFAS 13 was not 
processed. As a consequence, there should be no significant 
differences for the credit line approved and interest rate 
charged between the experimental group with operating leases 
and the control group. If the capitalization of leases
indeed deteriorate the credit rating of the lessee company, 
the credit line approved should be lower and the interest 
rate charged should be higher for the lessee company with 
capita1ization of leases. If Hypothesis H3 was rejected, 
the corollary hypotheses H 3 a , H 3 b , H 3 c , and H3d would be 
tested.
The relative importance of cues has been heavily 
studied in the lens model research. Subjects were always 
required to assign subjective weights among the cues 
provided by the researchers. As pointed out by Stephens 
(1979), this approach is based upon the assumption that 
users’ information processing behavior conform to an a 
priori model selected by the researcher. As a consequence, 
the cue weighting derived from the linear model may not be 
the same as the cue weighting based upon the subject’s self­
selected cue set. Wallsten (1980) also contended that 
regression techniques alone were not suitable for 
investigating theories about human’s cognition underlying 
decisions. In this study, the subjects specified three (ex- 
ante) pieces of most important information from the 
financial statements based upon their perceptions and 
experiences. Thus, the researcher could investigate the 
association between the retrieval order and the relative 
importance of the information. Since early stimulus events 
are important for the subjects to identify the problem space 
(Lockhead 1980), this study expected to provide some 
descriptive statistics concerning the association between
9B
ex-ante rankings and retrieval order.
In psychology) it has been shown that a human could 
not process too much information due to the constraints of 
short-term memory (Ellis et al. 1979). Miller (1969) 
pointed out that under the stress of information overload) 
people might fail to process some bits of information in 
order to release the stress. It was therefore expected that 
the incidence of time pressure would reduce the amount of 
information processed by the subjects. In other words, 
hypothesis H9 was expected to be rejected.
Hypotheses H5 and H6 were used to test the passible 
impact of demographic factors on HIP behavior. According to 
Carroll (1980)) a layman would have fewer and less detailed 
schemas for decision making. Therefore) hypotheses H5 and 
H6 were expected to be rejected.
t i c a L_J5.Q§. Ly.s i_s
Kendall’s coefficient of concordance (w) is 
particularly useful in studies of interjudge5 and also has 
applications in studies of more than two variables (Siegel 
1956. 829). In the first task of the present study> each 
subject was asked to rank the three most important cues 
based upon his or her own perception and experience. 
Kendall’s coefficient was the statistic used to demonstrate 
the association between the ex-ante rankings and the 
retrieval order of financial information.
To analyze the effect of the independent variables on 
the loan granting decisions made by the subjects) a 3x2
99
factorial design, illustrated in Table 5, was used to test 
Hypothesis H3. Since there were two dependent variables 
(credit line approved and interest rate charged) in the 
hypothesis H 3 , the MANDVA model was used to investigate the 
overall effect of the treatments simultaneously. For other 
hypotheses, ANOVA was used to test the significant 
d i fferences.
Table 5
RESEARCH DESIGN OF HYPOTHESIS H3











This chapter presents the data and the statistical 
tests used to investigate the information acquisition of 
loan officers and the effect of lessee accounting per SFAS 
13 on lending decisions in a short-term commercial lending 
context. The major topics discussed in this chapter are the 
data collection, the information acquisition of the 
subjects, the verification of the manipulation, the 
statistical analysis, the hypothesis testing, and the 
subjects’ demographic data.
Pi?ia_Co_l J. ec t j. on
The purposes of this study were to identify the 
information processed by the loan officers and to provide 
insights into HIP in a commercial lending decision. As a 
consequence, the impact of cue-select ion on loan decisions 
and the behavioral effects of the accounting method for 
leasing agreements per SFAS 13 were investigated. There 
were two reasons that a convenient sample of loan officers 
was used in this study. First, based on the comments from 
the pretest subjects, quite a few loan officers were not 
comfortable with the computers, especially those who did not 
have the chance to use computers while they were in school.
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Second, the researcher was concerned with the possible 
damage to the data on diskettes during the mailing process 
because of its vulnerability. Therefore, the first data 
collection was made from the students attending the American 
Bankers Association National Commercial Lending Graduate 
School (ABA NCLGS), which was held from April 10 to April 
15, 1988 at Norman, Oklahoma. Then, the second data
collection was from the participants attending the 
Commercial Credit and Lending Workshop sponsored by Graduate 
School of Banking of the South (GSBS), which was held from 
April 8^ to April 87, 1988 at Baton Rouge, Louisiana.
One hundred forty-nine (149) students attended ABA 
NCLGS, and 63 students attended the GSBS. The students of 
ABA NCLGS came from ^3 different states. The number of 
students from different states varied from 1 to 13. The 
students of GSBS were from 1^ different states. The range 
of the number of students from different states was from 1 
to 7 except for Mississippi (1A) and Louisiana (18). Some 
statistical tests1 were performed to investigate whether the 
association with different schools affected the subjects’ 
responses. The results indicated that there was no 
significant difference between the subjects from ABA NCLGS
’Three separate ANOVA tests were used to test the 
impact of school association on subjects’ responses. The 
independent variable was school association while the 
dependent variables were years of experience in evaluating 
loan applications, loan decisions (credit line and interest 
rate), and pieces of financial information retrieved, 
respectively.
i oe
and those from GSBS in terms of experience levels, loan 
decisions? and the amount of information processed.
Each subject received a letter explaining the 
interactive experiment when he or she checked into ABA NCLGS 
or GSBS (see Appendix A). Several computers were set up in 
the building where the subjects stayed and the building 
where classes were held. The subjects participated in the 
experiment voluntarily during class breaks. Subjects were 
randomly assigned to one of the six groups in the study.
The function of the keyboard was explained to the subjects, 
if necessary. The experimenter was also available to assist 
if the subjects had any questions during the experiment.
Each subject was given one page of instructions 
entitled "Instruction to Experiment" (see Appendix B).
These instructions contained the background of the tasks and 
helped the subjects get started. The subjects were first 
asked to specify the three most important pieces of 
financial information from the financial statements based 
upon their experiences (ex-ante rankings). Then, they were 
requested to recommend the maximum amount of credit line 
that they would be willing to grant and the minimum interest 
rate that they would be willing to charge for three 
hypothetical companies.
Among 149 students attending ABA NCLGS, 105 
participated in the experiment. Three of the participants 
did not complete the experiment. Forty-six of the 63 
students attending the GSBS participated in the experiment.
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Two participants did not complete the experiment. As a 
result, usable responses were 102 and 44 from ABA NCLGS 
and GSBS, respectively. Table 6 discloses the participation 
rates of both groups.
Table 6
LOAN OFFICERS PARTICIPATING IN THE STUDY
ABA
NCLGS GSBS To ta 1_
Attendants 149 63 212
Experiment participants 105 46 151
Correctly completed experiments 102 44 146
Usable response rate 68. 5*/. 69.8’/. 68.9%
Important Financial Information in Commercial 
Lending Decisions
In the first task, subjects were asked to specify what 
they considered to be the three most important pieces of 
information from the general purpose financial statements. 
Although subjects were told to specify three pieces of 
fj.nanciaj. information from the financial statements based 
upon their experiences, a few subjects did not follow this 
instruction. As a result, the responses of those .subjects 
could not be used to investigate the association between the 
rankings and the retrieval orders of financial information, 
which is discussed in the Information Retrieval Order 
section. Nonetheless, Table 7 lists the relative frequency 
of each piece of information classified as being more 
important in a short-term commercial lending decision.
1 0 4
As demonstrated in Table 7, the most important 
information from the financial statements for the loan 
officers in the study was Cash flow or Working capital (77). 
Earnings or Profitability (66) was the second most important 
financial information. Equities or Net worth (53) was the 
third most important item. The information concerning debts 
and liquidity were perceived as highly importan t right after 
those three items described earlier.
The_LctO-OHiai_on_Acquijsi_t ion of Loan Qff i_cers 
As explained earlier, one important aspect of this 
study was the verification of the effectiveness of the 
manipulation in the study. The interactive experiment 
system was designed to identify for the second task every 
piece of information processed by each subject and the time 
spent on each piece of information. The identification of 
information acquisition was performed concurrently by the 
system while subjects were retrieving the relevant 
information for their assigned tasks. In total, 1361 pieces 
of financial information were retrieved by 146 loan officers 
in this study. The average number of pieces of information 
retrieved (9.32) was relatively small compared to all the 
information available in the financial statements (41 
pieces). The explanation, as discussed in Chapter 1, lies 
with the short-term memory constraint on human’s ability to 
process information.
Table 7
FREQUENCY TABLE OF IMPORTANT INFORMATION
Cash flow or Working capital
Earnings or Profitability
Equities or Net worth
Debt ratio
Current ratio





Repayment ability or Source 
Debts or Liabilities 
Liquidity or Solvency 
Leverage 
Inventory
Account balance or Balance 
Assets or Assets quality 
Cash
Quick ratio 









Debt to income ratio
Financial statements
Length of business
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Table 8 lists the retrieval frequency for the 
information available to the subjects in this study. Since 
the subjects were allowed to retrieve the same information 
more than once? both the frequencies with duplicate 
retrieval and without duplicate retrieval are listed in 
Table 8. The frequencies without duplicate retrieval 
avoided the repeated count of multiple retrievals of the 
same information by the same subject. The percent (*/.) in 
Table 8 indicates the relative frequency of each item 
compared to the total frequency (1585 or 1361). Table 8 
also reveals the frequency that each item was retrieved by 
different loan officers. The percent (*/.) of the right-most 
column indicates the relative frequency that loan officers 
retrieved a particular item) out of 146 usable responses.
Table 8 demonstrates that Income Statement, Current 
Assets, and Current Liabilities were most frequently 
retrieved by loan officers in a short-term commercial 
lending decision context. The Audit Report— the C P A ’s 
opinion on the fairness with which the financial statements 
has been prepared in conformity with GAAP--was retrieved by 
only less than half (44.52*/.) of the subjects in the study. 
Footnotes and several items of 5 Years Summary appeared to 
be unimportant for loan officers. Each loan officer, on 
average, looked at less than 2 footnotes. The footnote 
concerning leasing agreements, the manipulated accounting 
treatment in the study, was retrieved by only 14 loan 
officers (less than 10*/.). Four of the 14 loan officers were
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in the experimental group with operating leasing agreements, 
whereas 10 were in the experimental group with capitalized 
leasing agreements. The phenomenon that more loan officers 
looked at the footnote disclosure in the capitalization 
group might have been because the subjects were sensitized 
by the financial information concerning leasing agreements 
embedded in the financial statements.
According to Table 8, some items were frequently 
retrieved more than once by the subjects. Therefore, it was 
valuable to investigate what information was processed more 
than once by the subjects. Ceteris paribus, there were 
three reasons that a subject retrieved the same information 
more than once. First, the subject might need to look at 
the information to remember the information content because 
this particular piece was "more" complicated. Second, the 
subject wanted to make sure that he or she did not perceive 
"important" information incorrectly, Third, the subject 
forgot the information due to the constraints of short-term 
memory. The repeated retrievals made by each subject were 
identified by verifying his or her information acquisition. 
Then, the repeated retrievals of the subject were compared 
to his or her ex-ante rankings from the first task to 
investigate whether repeated retrievals were related to 
perceived importance. The results showed that there were 77 
loan officers who had repeated retrievals for at least one 
item. Among them, 5^ did retrieve again one or more of the 
three most important pieces of information.
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Table B
FREQUENCY TABLE OF INFORMATION ACQUISITION
With Without
Dupjicates _____ DugHcates____
Freq X* Freq X= Freq Xs*
Income Stateaent 170 11.1 129 9.5 129 88.36
Balance Sheet - Current Assets 166 10.9 111 8.2 111 76.03
Balance Sheet - Current Liabilities* 103 6.8 92 6.8 92 63.01
SCFP - Sour ces 76 5.0 70 5.1 70 67.95
Audit Report 71 6.7 65 6.8 65 66.52
Balance Sheet - Equities 63 6.1 58 6.3 58 39.73
5 Years Summary - Working Capital 62 6.1 57 6.2 57 39.06
Balance Sheet - Long-term Liabilities* 61 6.0 58 6.3 58 39.73
Footnote - Accounts and Notes Receivable 60 3.9 57 6.2 57 39.06
SCFP - Uses 59 3.9 53 3.9 53 36.30
5 Years Summary - Net Sales 51 3.3 68 3.5 68 32.88
Balance Sheet - No Detailed Information 67 3.1 37 2.9 37 25.36
5 Years Summary - Net Income 67 3.1 67 3.5 67 32.19
Balance Sheet - Plant and Equipment" 60 2.6 39 2.9 39 26.71
Footnote - Long-term Debts 36 2.5 36 2.6 36 26.66
5 Years Summary - Long-term Liabilities 33 2.2 32 2.6 32 21.92
SCFP - Net Changes 32 2.1 31 2.3 31 21.23
Footnote - Significant Accounting Policies 32 2.1 32 2.6 32 21.96
Balance Sheet - Other Assets 29 1.9 29 2.1 29 19.86
5 Years Summary - Total Assets 27 1.8 25 1.8 25 17.12
5 Years Summary - Net Income/Sales 25 1.6 25 1.8 25 17.12
5 Years Suamary - Shareholders’ Equities. 22 1.6 22 1.6 22 15.07
SCFP - Summary 21 1.6 21 1.5 21 16.%
Footnote - Shareholders' Equities 20 1.3 18 1.3 18 12.33
5 Years Summary - Income Before Income Tax 20 1.3 19 1.6 19 13.01
5 Years Summary - Income Before Extra. Items 19 1.2 19 1.6 19 13.01
5 Years Summary - Cash Dividend Declared 17 1.1 17 1.2 17 11.66
Footnote - Other Income 16 1.0 15 1.1 15 10.27
Footnote - Leasing Agreements** 16 0.9 16 1.0 16 9.59
Footnote - Acct. Changes for Vacation Pay 11 0.7 10 0.7 ao 6.85
5 Years Summary - Net Income/Avg. Equities 10 0.7 10 0.7 10 6.85
Footnote - Sundry Assets 9 0.6 9 0.7 9 6.16
Footnote - Income Taxes 9 0.6 9 0.7 9 6.16
Footnote - Accrued Expenses 8 0.5 8 0.6 8 5.68
5 Years Summary - EPS Net Income 7 0.5 7 0.5 7 6.79
5 Years Summary - Extra. Items Tax Benefits 6 0.6 6 0.6 6 6.10
5 Years Summary - Tax Rate 5 0.3 5 0.6 5 3.62
5 Years Summary - Avg. Shares Outstanding 5 0.3 5 0.6 6 2.76
Footnote - Pension Plan 6 0.3 6 0.3 6 2.76
Footnote - Stock Option 6 0.3 6 0.3 6 2.76
5 Years Summary - Provision for Income Tax 2 0.1 2 0.1 2 1.37
5 Years Summary - EPS Before Extra. Items 2 0.1 2 0.1 2 1.37











'The percent is based on 1525 total frequency.
•The percent is based on 1361 total frequency.
•The percent is based on 166 usable responses.
"Manipulated for Lease Capitalization.
""Manipulated for Lease Capitalization or Footnote Disclosure.
Table 9 reveals the "aggregated" association between 
the duplicate retrievals and the frequency of being 
classified as one of the three most important pieces of 
financial information. The Spearman rank correlation 
coefficient between these two items was 0.6B62 (the P Value 
was 0.0412). There was not enough evidence to refute the 
proposition that loan officers tended to retrieve the same 
information again if that piece of information was 
important.
Table 9
ASSOCIATION BETWEEN RANKINGS AND DUPLICATE RETRIEVALS
Frequency of Frequency of 
being named being re- 
as impc>r tant tr i_eved again"
Aging of AR or AR quality 16 3
Balance sheet 15 8
Cash flow or Working capital1 85 18
Short-term liquidity121 59 60
Debts^ 49 15
Earnings or Profitability 66 41
Equities or Net worth 53 5
Sales or Sales growth 5 3
Audit report 0 6
"Duplicate retrieval less than 3 is not included
Tab 1e .
1 Including Cash<5)» Cash budget(3)> Cash flow(47), and 
Working capital or Funds.
^Including Current assets(ll), Current 1iabi1ity(4), 
Current ratio(30), Liquid assets(l), Liquidity(8)» and 
Quick ratio<5).
^Including Debt ratio<37)» Debt/income ratio* Debts(9)* 
and Long-term 1iabi 1 ity(1 ) .
The_Ver i_f ic.at ior\_of _Manijdul_at ion 
The information acquisition of each subject
demonstrated whether the manipulated accounting information
for that particular experimental group Mas processed by the 
subject. If the subject did not process the manipulated 
information, his or her decision was based on the same 
information as that available to the subjects in the control 
group. Therefore, no significant difference in responses 
was expected if the manipulated accounting information was 
not processed.
By design, the capitalized leasing agreements embedded 
in the f i nanc i a 1 statements avai1a b 1e for the sub jects in 
the experiment had four differences compared to the 
financial statements available for the subjects in the 
control group. First, the detailed items of current 
liabilities included the current maturities of capital lease 
obligations. Second, the detailed items of long-term 
liabilities also included capital lease obligations. Third, 
the detailed items of property, plant and equipment included 
leaseholds and leasehold improvements. Finally, one of the 
footnotes provided the detailed information concerning 
capital lease obligations. Presumably, if the subject 
looked at one of the four items described above, he or she 
was supposed to have processed the manipulated accounting 
information for the experimental group. On the other hand, 
the only manipulation for the experimental groups with 
operating leases was the footnote disclosure concerning 
operating leases. The verification of this manipulation 
assured that the subject retrieved this footnote. 
Accordingly, Table 10 shows the number of subjects in the
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different groups and the number of the subjects (in 
parentheses) who actually processed the manipulated 
accounting information in each of experimental groups. 
Apparently, most of the subjects did not look at the 
footnote. This result is consistent with the findings of 
Stephens’ (1979).
Table 10








time pressure 5<+(S4) SA( 1 > 5A
Without 
time pressure 55(S S ) SA(3> 55
St at i_s t i_c a 1 Ana l̂ yss i_s_qf _Da t a
There are three basic assumptions for the (M)ANOVA 
model: the error term should be random, the error term
(vector) should have a (multivariate) normal distribution 
with mean (vector) equal to zero, and the variances (- 
covariance matrices) are equal across k-groups. To test the 
normality assumption, the Shapiro-Wi1k ’s test was used. The 
results showed that the null hypothesis of normally 
distributed residuals was rejected at .05 level for 7 of the 
IS cells. Three transformation methods (square root, 
natural logarithm, and common logarithm of original 
responses) were used to correct the departure from 
normality. None of the transformations solved the problem.
1 IE
Since the test for the equality of variances is highly 
sensitive to the normality assumption) the test was 
consequently not performed. Therefore) the data was ranked 
and ANOVA for hypothesis testing was applied to the ranked 
data (Conover 1980).
irS l ’.y j f r S . l r J D j L .y § i  1  d  i t y _ g f  L ens_ Mo d e_l.Research
One of the serious drawbacks of lens model research is 
that the subjects do not have the discretion to select their 
own cue sets as a decision maker normally does in real life. 
The subjects in lens model studies always use the 
predetermined cue sets provided by the researchers instead 
of searching for relevant information based upon their 
perceptions and experiences. The third task of the present 
study was to determine the credit lines and interest rates 
for two hypothetical companies (A & B) based upon the 
predetermined cue sets provided by the researcher instead of 
the subject’s s e 1f-se1ected cue set. Since the financial 
ratios of Company A in the third task were extracted from 
the financial statements of Company XY2 in the second task, 
comparing the responses between task E (Co. XY2) and task 3 
(Co. A) could verify whether the cue-select ion discretion 
had an impact on loan officers’ decisions. ANDVA with 
repeated measures was used to test the effect of cue- 
selection discretion on loan officers’ decisions.
Tables 11 and IE reveal the subjects responded 
differently to the credit line (the P Value was 0.0005) and 
the interest rate (the P Value was 0.0A89) between Task E
and Task 3. Interactions between the treatment (lessee 
accounting per SFAS 13) and credit line (the P Value was 
0.0161) and between the treatment and interest rate (the P 
Value was 0.0332) were both significant. Since the purpose 
of this test was to investigate the impact of cue-se1ection 
discretion on loan officers’ responses, three separate ANOVA 
tests with repeated measures were used to conduct the 
investigation. Tables 13 and 14 surprisingly demonstrate 
that cue-select ion discretion had a significant effect on 
loan officers’ decisions only in the group with capital 
leases. Table 15 reveals the possible reason— the 
deteriorated financial ratios available for the experimental 
group with capitalized leases— that caused the significance.
Table 11
ANOVA WITH REPEATED MEASURES ON CREDIT LINE
RANKED DATA
Factor DF SS F Val_ue P-Val_ue
Discretion 1 14280.014 12.71 0.0005
Treatment#Discretion 2 9566.338 4.26 0.0161
Pressure*Discretion 1 3298.050 2.93 0.0889
Treat*Press*Discre-
tion 2 1327.674 0.59 0.5553
Table 12
ANOVA WITH REPEATED MEASURES ON INTEREST RATE
RANKED DATA
Fac t_or DF SS F Val_ue
Discretion 1 7470.990 3.95 0.0489
Treatment*Discretion 2 13335.435 3.52 0.0322
Pressure*Discretion 1 1063.612 0.56 0.4548
Treat*Press*D i scr e-
tion 2 3320.590 0.88 0.4183
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Table 13
SEPARATE ANOVA WITH REPEATED MEASURES ON CREDIT
RANKED DATA FOR CAPITAL LEASE GROUP
Factor DF SS F VdaLye?
Discretion 1 2370.653 14.49
Pressure*Discretion 1 6.987 0.04
RANKED DATA FOR CONTROL GROUP
Factor DF SS F VaJ.ue
Discretion 1 36.734 0.27
Pressure*Discretion 1 260.601 1.90
RANKED DATA FOR OPERATING LEASE GROUP
Fac t_or. DF SS F V§.Ly.s
Discretion 1 128.344 1.57
Pressure*Discretion 1 380.010 4.66
Table 14
SEPARATE ANOVA WITH REPEATED MEASURES ON INTEREST
RANKED DATA FOR CAPITAL LEASE GROUP
Factor DF SS F Vajue
Discretion 1 2390.367 6.92
Pressure*Discretion 1 166.933 0.48
RANKED DATA FOR CONTROL GROUP
Factor DF SS F VaUue
Discretion 1 37.969 0.18
Pressure*Discretion 1 101.584 0.47
RANKED DATA FOR OPERATING LEASE GROUP



















Discretion 1 128.343 0.75





THE PREDETERMINED CUE BET AVAILABLE FOR TASK 3 
Exper_i merit a _1 _ G r o up_ w i t h C ap i t a_l _i z ed_Le ases
Financial Ratios 1987 1986
Net Income/Total Assets 4.77. 7.67.
Current Assets/Total Assets 337. 487.
Cash/Total Assets 137. 147.
Current Assets/Current Liabilities 1 .30 1 .46
Sales/Current Assets 5. 18 5.40
Total Liabilities/Equities 1 .61 0.77
Control Group and
Experimental Group with Operating Leases
Financial Ratios 1987 1986
Net Income/Total Assets 6.87. 7.67.
Current Assets/Total Assets 487. 487.
Cash/Total Assets 197. 147.
Current Assets/Current Liabilities 1 .64 1 .46
Sales/Current Assets 5. 18 5.40
Total Liabilities/Equities 0.B3 0.77
The function of the information in the process of 
decision-making is to "control" the uncertainty in the 
future. Accordingly* the constraint on the discretion to 
select cue set (in the 3rd task) might have hindered loan 
officers’ intention to control the uncertainty. As a 
consequence, the perceived risk of the Co. A might have been 
higher than that of Co. XY2. In other words, the credit 
line was expected to be lower, whereas the interest rate was 
expected to be higher for the decisions of the third task. 
Table 16, except the interest rate charged for Company A. in 
the control group, supports this belief. As presented in 
Table 15, the capitalization of leases "deteriorated" 5 of 
the 6 financial ratios available for the subjects when
116
performing the third task. As a consequence, Table 16 
reveals the subjects’ responses to this "deterioration" in 
terms of much lower credit line and much higher interest 
rate for the lessee company with capitalized leases.
Table 16
AVERAGE REPEATED LOAN DECISIONS BY GROUPS
Credit L i n e 1 Interest RateH
End Task 3rd Task End Task 3rd Task
Cap i ta1 
Lease £1.15£ 15.991 1 .94*/. £. 16*/.
Operat ing 
Lease 18.313 17.8^9 1 .60‘/. 1 .68*/.
Contro1 
Group 18.387 17.383 1 .87*/.
r 
■ • (D o X
L 
_
1 Mi 11 ions.
^Interest rate above the prime rate.
MANOVA_ResuJL ts
As explained in Chapter 1, the inference of the 
accounting behavioral study is more conclusive if the 
processing of the manipulated accounting treatments can be 
verified. The identification of information retrieval in 
the second task was used to verify whether the manipulated 
accounting treatment was processed by the subjects in this 
study. Therefore, only 99 subjects (see Table 11) were used 
to investigate the overall effect of the independent 
variables, accounting method for leases per SFAG 13 and the 
incidence of time pressure, on commercial lending decisions. 
Tables 17 and 18 list the overall results of MANOVA tests.
1 17
Both original data and ranked data indicated that the lessee 
accounting per SFAS 13 and the time pressure did not cause 
subjects’ loan decisions to be significantly different. 
Therefore, the corollary hypotheses were not tested.
Traditionally, behavioral research in accounting 
employs a between-subject design to investigate the 
“average” effect of a particular accounting treatment on 
subjects’ decisions. Randomization is sometimes used to 
rule out the impact of subjects’ different backgrounds on 
their responses. Therefore, this study took the same 
position and compared the "average" responses among 
different groups to investigate the effect of the lessee 
accounting per SFAS 13 and the time pressure on loan 
officers’ decisions. As a result, based on the statistics 
in Tables 17 and 18, it was concluded that the effect was 
not significant.
Theoretically, a company with greater risk is charged 
with a higher risk premium (Cohen and Hammer 1966). Some 
people argued that the capitalization of leasing agreements 
per SFAS 13 may deteriorate the debt-to-equity ratio and, 
consequently, affect the credit rating of the company and 
the interest rate to be charged in the capital market. The 
insignificant results of the present study indicated that 
loan officers, on average, did not perceive the company with 
capitalized leasing agreements as riskier. This is 
consistent with the findings in previous studies, in which 
survey participants indicated that capitalization of leases
1 18
was not perceived to have a materially negative effect on 
lessee company (Abdel-khalik 1981 > Chapter 5) or that there 
was no association between credit decisions and the methods 
of acquiring fixed assets (Wilkins and Zimmer 1983).
Table 17
OVERALL RESULTS OF MANOVA TEST— ORIGINAL DATA





OVERALL RESULTS OF MANOVA TEST— RANKED DATA





Lockhead (1980) contended that early stimulus events 
were important for the subjects to identify the problem 
space. He also suggested that there was an interest in 
subjects’ information acquisition in order to investigate 
how subjects understood the task environment. Larcker and 
Lessing (1983) investigated the relationship between the cue 
importance measures derived from the lens model and the 
information processes identified through retrospective 
protocol tracing. The results indicate that the order in 
which cues were processed was negatively related to the
absolute value of the standardized canonical coefficient.
In the present study, the data obtained from the first 
task (ex-ante rankings) and the second task (order of 
information retrieval) were used to test whether decision 
makers process more important information earlier. If there 
is perfect agreement between rankings and retrieval orders 
of financial information the resulting coefficient of 
concordance is 1. If, instead, there is a perfect 
disagreement, the coefficient will be equal or very close to 
0. The coefficient of concordance derived from the subjects 
in this study was .1575 (the P Value was 0.0017), which 
indicated that the association between rankings and 
retrieval order was not very high but significant. Another 
descriptive information about the association is listed in 
Table 19. The statistics in Table 19 reveal that about 60 
percent (88/146) of the subjects retrieved the information 
they previously had indicated most important within the 
first three information retrievals. However, 88 loan 
officers never retrieved any item related to their perceived 
most important financial information.
The only problem with Kendall’s coefficient of 
concordance described above was the inconsistent measurement 
scale for the variables. The scales for relative importance 
were 1, 8, and 3 respectively while, in some cases, several 
retrievals were needed to construct a ratio. For example, 
the subject had to retrieve the balance sheet and income 
statement in order to compute debt/income ratio. As a
iso
consequence, the relationship between the ex-ante rankings 
and the order of information retrieved cannot be described 
very well by the single value of the coefficient.
Table 19
RETRIEVAL OCCURRENCE OF SUBJECTS’ DESIGNATED MOST 
IMPORTANT INFORMATION
1st 2nd 3rd Never
Retrieval Retrieval Retrieval Retrieved
Most
Important A7 30 11 22
J_i me_ P r e s s u r e_ a n d_ _I nform a t_i on_Ret r_i ev a_l
Table 20 reveals that the subjects in all three group; 
with time pressure retrieved less information compared to 
those subjects without time pressure. ANOVA was used to 
test the effect of time pressure on the amount of 
information processed by the subjects. Table 21, however, 
shows that the null hypothesis is not rejected. In other 
words, the amount of information processed by the subjects 
with the incidence of time pressure was not significant 1y 
different from that processed by the subjects without the 
incidence of time pressure.
Table 20
AVERAGE AMOUNT OF INFORMATION RETRIEVED BY GROUPS
Footnote Control 
Cap italizat ion D i_sc L°=>ure. Gr oug
Time Pressure 8.^6* 8.33 9.29
No Time Pressure 10.3£> 9.88 9.58
•Pieces of information retrieved.
lei
Table 21
ANOVA TEST FOR THE EFFECT OF TIME PRESSURE ON AMOUNT OF
INFORMATION RETRIEVED
RANKED DATA
Factor DF SS F Vajue
Treatment 2 369.12287 0.10 0.9024
Time Pressure 1 1638.12247 0.91 0.3412
Treat*Pressure 2 4493.46675 1.25 0.2894
One explanation for the insignificant results was the 
well-structured task used in the present study. In 
Bronner’s study, some business games corresponding to actual 
decision-making conditions were used to investigate the 
demand of information. Subjects dealt with decision making 
in several areas: production, marketing, financing, and
dividend distribution. The task was highly complex because 
of the numerous parameters, the multivariate task, and the 
nonlinear connections (Bronner 1982, 61). Thus, Bronner set 
five and half hours available for the subjects for 10 
testing periods. The results of Bronner’s study also 
indicated that the problem intensity affected subjects’ 
perception of time pressure: the higher the problem
intensity, the higher the perceived time pressure.. 
Nonetheless, the high problem intensity was defined as 
decision-making with little routine, while the low problem 
intensity was defined as decision-making with much routine. 
Unfortunately, the decision in the present study may have 
been so simple for experienced loan officers (average 
experience: 7.58 years in evaluating loan applications)
12S
that the time pressure was not successfully operationalized.
Another explanation was that the 20 minutes (75*/. of 
the average time spent in the pretest) allowed for the 
subjects was too long to successfully manipulate the time 
pressure factor. The loan officers in the Baton Rouge area 
were the subjects participating in the pretest. Because the 
subjects knew their rivals were also participating in the 
study, the "competition” factor might have alerted the 
subjects’ attitude. For example, the subjects in the 
pretest retrieved, on average, 17.94 pieces of information, 
while the average number for the subjects in the final data
collection was only 9.32 pieces. Therefore, the "Hawthorne
effect" (Cook and Campbell 1979, 60) in the pretest might 
have cost the manipulation of the time pressure factor.
Demgqi^agh.i_c _Dat a 
After the third task, subjects were asked to provide 
demographic data which included job title, years of 
experience in evaluating loan applications, and academic 
degrees. As a result, the possible effects of these factors 
on HIP were investigated. Table 22 reveals the job titles 
of the subjects who provided the information concerning job
titles. Most (85 of 141) of the subjects in the study were
vice presidents. One hundred forty-three subjects responded 
to the the question concerning their academic degrees. The 
results were tallied in Table 23, in which the statistics 
shows that approximately 85’/. of the subjects had at least a 
bachelor’s degree. The overall average of subjects’
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experience in evaluating loan applications was 7.58 years. 
Table 24 reveals the average experience for the subjects in 
different groups. The ANOVA results indicated that there 
was no significant difference among different groups in 
terms of experience level.
Table 22
JOB TITLES OF THE SUBJECTS IN THIS STUDY
. Freguency Percent
Pres i dent 5 ~ 3.4~
Senior Vice President 6 4. 1
Vice President 38 26 .0
Executive Vice President 5 3.4
Assistant Vice President 36 24.7
Manager 9 6.2
Loan Officer 30 20.5
Credit Analyst 12 8.2





ACADEMIC DEGREES OF THE SUBJECTS IN THIS STUDY
Frequency Percent
Graduate Level 18 12.3
Undergraduate 106 72.6
Associates degree 2 1 .4
High School 17 11.6
No response 3 2. 1
Total T 4 6 Too7o
Table 24
AVERAGE YEARS OF EVALUATING LOAN APPLICATIONS BY
SUBJECTS IN DIFFERENT GROUPS
Footnote Control










For the purpose of data analysis, the subjects were
classified into three categories: less than 5 years of
experience, more than 5 years and less than 10 years of 
experience, and more than 10 years of experience. Table 25 
reveals the average pieces of information processed by the 
subjects with different experience levels. Table 26 reveals 
the average amount of information processed by the subjects 
with different academic degrees. ANOVA was used to test the 
effect of education level and experience level on the amount 
of information processed by the subjects. Table 27, 
however, shows that the null hypothesis is not rejected. In 
other words, academic degree and experience level did not 
cause subjects to retrieve significantly different amounts 
of information.
AVERAGE PIECES OF INFORMATION RETRIEVED BY SUBJECTS WITH 










AVERAGE AMOUNT OF INFORMATION RETRIEVED BY SUBJECTS 
















ANOVA TEST FOR THE EFFECT OF EXPERIENCE AND EDUCATION 
ON THE AMOUNT OF INFORMATION RETRIEVED
ORIGINAL DATA
Factor DF SS F Val_ue
Experience E 4.98741 0.09
Education A 31.04908 0.E9
Experience*Education 5 95.34169 0.7E
RANKED DATA
DF SS F VaTue
Experience E U 6 7 . E 7 6 E 0  0.3E
Education 4 8814.80E97 0.38
Experience*Education 5 8990.981E0 0.98
Summary
In conclusion, the subjects in the present study were 
experienced bank loan officers. The subjects in ABA NCLGS 
were not different from those in GSBS in terms of experience 
levels, loan decisions, and the amount of information 
processed. Only 4 out of 48 subjects in the experimental 
group with operating leases processed the manipulated 
accounting information— footnote disclosure concerning 
leasing obligations. The manipulated information for lease 
capitalization, embedded in the body of the balance sheet, 
was processed by most of the subjects in another 
experimental group. Subjects’ discretion to select cue sets 
affected loan officers’ commercial lending decisions for 
the lessee company with capitalized leases. The information 
of lessee accounting per SFAS 13 and the time pressure did 










line and interest rate. The incidence of time pressure, the 
experience level in evaluating loan applications, and 
academic degree did not affect the amount of information 
retrieved significantly. Table E?B, on the next page, 
summarizes the results of the statistical analysis.
Table B8
RESULTS OF THE TESTING OF THE HYPOTHESES
Hypotheses Vari ab1es Cone 1us ion
HI Cue selection 
Credit line approved
< Ind ) 
(Dep )
reject*
HE Cue selection 
Interest rate charqed
( Ind ) 
(Dep )
reject*
H3 Time pressure 
Lessee accounting 
Credit line approved 
Interest rate charqed
( Ind ) 










H5 Working experience 
Amount of information
( Ind ) 
(Dep )
fail to reject j









Behavioral research in accounting usually employs 
control and experimental groups. Different sets of 
financial information are then provided to the subjects with 
all information generally identical except for the 
manipulated information in the study. The manipulated 
financial information is usually the accounting treatment of 
interest to the researchers. Then, researchers can 
investigate whether, on average, the subjects of different 
groups make significantly different responses. Because of 
the limitations of HIP ability, the subjects may process 
only a subset of the financial information provided to them. 
It is possible that the manipulated financial information is 
not processed by the subjects. As a consequence, comparing 
group means without verifying the effectiveness of the 
manipulation may not result in an appropriate attribution of 
effects.
An experimentation is an art in which the researcher 
"plans and constructs the conditions under which the 
hypotheses are exposed to the experimental test of 
verification." (Bronner 1982, 53) The empirical strength of 
the approach used in the present study is the researcher’s
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capability to identify the information acquisition of each 
subject. This strength makes it possible for the researcher 
to verify whether the manipulated financial information in 
the experiment was processed bv the subjects. Thus, the 
significant effects, if any, can more legitimately be 
attributed to the manipulated accounting treatment in the 
exper i ment.
Subsequent to the issuance of SFAS 13, several studies 
were conducted to investigate its economic consequences. 
Nonetheless, the contradictory results of those studies 
indicate that the issue of the impact of lessee accounting 
per SFAS 13 is far from being resolved. Therefore, the 
present study intended to provide more conclusive evidence 
concerning the behavioral impact of SFAS 13 on loan 
officers’ decision making.
The interactive experiment system used in this study 
allowed subjects to freely select relevant information from 
the financial statements based on their experiences. The 
one-page "Instruction to Experiment" did not mention 
anything concerning SFAS 13. The purpose of this omission 
was two-fold. First, as suggested by Cook and Campbell 
(1979), researchers should avoid situations in which 
subjects can easily determine what the researchers want to 
learn from the study. Second, as in a real commercial 
lending task environment, the financial statements were 
available for the loan officers without mentioning 
(emphasizing) any particular accounting treatment. As a
result, the experimenta11 on can be "a depiction of actual 
situational conditions that is still technically and 
experimentally possible and is necessary for the prevention 
of mi s i nt er pr eta t. i on and insufficient gener a 1 i zab i 1 i ty " 
(Bronner 1988, 5h ) .
As pointed out by E inhorn (.1976), most real decision 
tasks are similar to a situation in which the decision mate 
has to search for and decide which information to use rathe’ 
than conforming to an a priori decision model specified by 
the researcher. The subjects in the lens model studies are 
however, requested to perform tasks based on the cue sets 
predetermined bv the researchers. Therefore, the impact of 
cue-se1ection discretion on decision-making should be 
investigated; otherwise, the real life implications of the 
results from the lens model studies may be questionable.
In the present study, the interactive experiment 
system was also constructed to provide a predetermined cue 
set for the s u b j e c t s  third task. This predetermined cue 
set was extracted from the same financial statements 
available for the subject when performing the second task. 
As a result, the present study investigated the discretion 
of cue-se1ection on loan officers’ decision making by 
comparing the repeated responses of the same subject. This
investigation provided the evidence concerning the
convergent validity of lens model studies.
According to the information acquisition of each
subject, loan officers in this study processed just a small
portion of financial information contained in the financial 
statements. This phenomenon is consistent with the findings 
in psychology that people process a relatively small amount 
of information due to the constraints of short-term memory. 
Ironically, most of the subjects did not process the 
information in the footnote concerning the leasing 
agreements, which was the manipulated accounting treatment 
in the experiment.
that cue-se1ection discretion had a significant effect on 
loan officers’ lending decisions when the lessee company 
capitalized the leases. The lessee accounting per SFAS 13 
and the time pressure factor did not affect loan officers’ 
decisions significantly, which is consistent with the 
results of some previous studies. The time pressure, the 
experience in evaluating loan applications, and the level of 
education did not affect the amount of information processed 
by the loan officers.
The FA5B has stated that the issuance of SFAC’s is 
intended to establish the objectives and concepts that the 
FASB will use in developing standards of financial 
accounting and reporting <FASB 1979). Therefore, the 
results in this study suggest eliminating the discrepancy 
between SFAS 13 and the context of the conceptual framework.
The results from the
LQIE.LLeat i_ons
In SFAC 5, the FASB has taken the position that the
financial information disclosed in the footnotes to the
financial statements is not a substitute for recognition.
Disclosure of information about the items in financial 
statements and their measures that may be provided by- 
notes or parenthetically on the face of financial 
statements, by supplementary information, or by other 
means of financial reporting is not a substitute for 
recognition in financial statements for items that meet 
recognition criteria. Generally, the most useful 
information about assets, liabilities, revenues, 
expenses, and other items of financial statements and 
their measures should be recognised in the financial 
statements (FASB 198m , para. 5).
SFAC 6 defines assets as probable future economic 
benefits, and liabilities as probable future sacrifices of 
economic benefits. As a consequence, it has been argued 
that all leases in excess of one year should be capitalized 
to meet the definitions of assets and liabilities prescribed 
in SFAC 6. However, when issuing a pronouncement, the FASB 
takes the position that "the Board needs to satisfy itself 
that the matter to be ruled on represents a significant 
problem and that a standard that is promulgated will not 
impose costs on the many for the benefit of a few." (FASB 
1980, para. 193) Accordingly, the reason that the FASB did 
not require capitalization of all leases in excess of one 
year was to avoid the cost if all leases were capitalized 
(Wo 1k , Francis and Tearney 1989).
Ironically, the results of this study showed that loan 
officers did not look at the footnote disclosure of 
operating leases. In other words, the benefit of footnote
disclosure of lessee accounting per SFAS 13 may be in no way
comparable to the cost of preparing it. In light of the 
empirical results of this study and the discrepancy between 
SFAS 13 and both SFAC 5 and SFAC 6, it is suggested that all 
leases in excess of one year should be capitalized.
As explained in Chapter 3, the conceptualization of 
the lens model facilitates the use of factorial design in 
accounting behavioral research. However, in reality, a 
decision maker always searches for and uses the relevant 
information at his/her discretion instead of using a cue set 
predetermined by someone else. Although the 
conceptualization of the lens model facilitates the 
applicability of statistical models to investigate the 
effects of a particular accounting treatment, the 
convenience should not be an alternative to an appropriate 
experimentation. Spinner (1969) pointed out that an 
experimentation is the most fruitful empirical method to 
achieve the closest and the most stringently verifiable 
contact between theory and reality. The results of this 
study indicated that cue-selection discretion affec ted loan 
officers5 decisions. Therefore, researchers should be 
conservative about the implication of the results of Lens 
Model studies to real life. In fact, Hogarth (1980) already- 
pointed out that the lens model is only an abstract 
conceptualization. It cannot be claimed that the 
conceptualization describes the actual human decision-making 
process accurately.
L Lril L°Q%
The real task environment of a commercial lending 
decision is more complicated than the interactive 
experimental environment of this study. As pointed out by 
Arnold and Diamond (1981) and Cohen and Hammer (1969), there 
are man/ factors involved in a commercial lending decision, 
but the information sources for the subjects in this study 
were limited to the financial statements available in the 
system. The genera 1izabi1ity of the results of this study 
may therefore be limited.
The reason that students of ABA NCLGS and GSBS were 
used in this study was that they were from almost all areas 
of country. It is assumed that the results should be a good 
proxy of a real random sample. The issue of a s e 1f-se1ected 
experimental group deals with the situation where some 
subjects are s e 1f-se1ected or seek to be exposed to the 
treatment, whereas the subjects in the control group do not 
seek exposure. The subjects in this study were randomly 
assigned to different groups; therefore, s e 1f-se1ection per 
se should not be a problem. Nonetheless, the students self­
selected to attend the continuing education sessions of ABA 
NCLGS or GSBS. The effect of this self-selection on 
subjects" responses is not clear.
Futyre_Research
The empirical strength of the approach used in the 
present study is the researcher’s capability to identify the 
information acquisition of each subject. As a result, it is
possible for the researcher to verify whether the 
manipulated financial information in the experiment was 
processed by the subjects. Therefore, inferences about the 
behavioral effect concerning a particular accounting 
treatment can be more conclusive. This approach appears to 
have important implications as to the design of future 
behavioral research. A number of accounting behavioral 
issues can be investigated or revisited by using various 
subjects and/or task environments.
Interactive experiment systems, such as the one used 
in this study, might be useful in the field of artificial 
intelligence (Al). In order to improve the performance of a 
conrip 1 i cated lending decision by using AI techniques, the 
designers need a large amount of knowledge and some 
mechanism to utilize the knowledge to solve new problems. 
However, it is commonly acknowledged that knowledge 
acquisition is a major bottleneck in the development of 
expert systems. The interactive experiment system used in 
this study can capture the probabilistic reasoning of the 
same expert through a series of experiments. The data 
generated from these experiments can be used to explain the 
function of the cue set and the weighting scheme of that 
function for a particular decision task. Theoretically, the 
minimum disturbance in identifying information acquisition 
can provide a better "mapping" of the expertise of interest.
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D ear G S B S  W o r k s h o p  p a r t i c i p a n t :
We need your a s s i s t a n c e  in d e t e r m i n i n g  what a c c o u n t i n g  
i n f o r m a t i o n  is use d  by l e n d i n g  o f f i c e r s  in a s h o r t - t e r m  
c o m m e r c i a l  l e n d i n g  d e c i s i o n ,  an d  w h e t h e r  u s i n g  d i f f e r e n t  
a c c o u n t i n g  i n f o r m a t i o n  r e s u l t s  in d i f f e r e n t  l e n d i n g  
d e c i s i o n s .  A u s e r - f r i e n d l y  i n t e r a c t i v e  e x p e r i m e n t  system, 
w h i c h  runs on a p e r s o n a l  com p u t e r ,  has bee n  d e s i g n e d  to 
f a c i l i t a t e  c o n d u c t i n g  t h i s  study. D u r i n g  the e x p e r i m e n t ,  
the s c r e e n  will p r o v i d e  s t e p - b y - s t e p  i n s t r u c t i o n s .  The 
e x p e r i m e n t  will take a p p r o x i m a t e l y  1 5-20 m i n u t e s .  We 
b e l i e v e  thi s  r e s e a r c h  will be i m p o r t a n t  and us e f u l  for 
p r o f e s s i o n a l  d e v e l o p m e n t  and t r a i n i n g  of bankers.
You can p a r t i c i p a t e  in this study w i t h o u t  any c o m p u t e r  
e x p e r i e n c e .  For your c o n v e n i e n c e ,  we set up seve r a l  P C ' s  in 
P l e a s a n t  Hall r o o m  146 or 148. You can just drop by at 
a n y t i m e  you like. Pau l  wil l  be a r o u n d  to a s s i s t  you in case 
you hav e  any q u e s t i o n  or need any help. All r e s p o n s e s  in 
thi s  s t u d y  are c o n f i d e n t i a l  and will be u s e d  only in 
c o m b i n a t i o n  w i t h  t h o s e  of o t h e r  p a r t i c i p a n t s .
If you are i n t e r e s t e d  in r e c e i v i n g  a c o m p l i m e n t a r y  r e p o r t  on 
the f i n d i n g s  of this r e s e a r c h ,  just w r i t e  your n a m e  and 
a d d r e s s  on the nex t  pag e  and dro p  into the R e t u r n  A d d r e s s  
Box w hen you c o m p l e t e  the e x p e r i m e n t .
Again, we b e l i e v e  this r e s e a r c h  can p r o v i d e  i n s i g h t f u l  
i n f o r m a t i o n  r e g a r d i n g  s h o r t - t e r m  c o m m e r c i a l  l e n d i n g  
d e c i s i o n s .  M o r e  i m p o r t a n t l y , the f i n d i n g s  can be use f u l  for 
p r o f e s s i o n a l  d e v e l o p m e n t  and t r a i n i n g  of b a n kers. Your 
p a r t i c i p a t i o n  is very v i t a l  and will aid us in c o m p l e t i n g  
this study. We e n c o u r a g e  you to p a r t i c i p a t e  the e x p e r i m e n t  
on S u n d a y  to bea t  the " t r a f f i c . ” T h a n k  you very m u c h  for 
your help.
S i n c e r e l y ,
LSI)
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P r o f e s s o r  of A c c o u n t i n g  
D e p a r t m e n t  of A c c o u n t i n g  
LS U
P a u l  Lin 




Your p e r s o n a l  r e s p o n s e s  are very i m p o r t a n t  for this study. 
P l e a s e  do not d i s c u s s  your loan d e c i s i o n s  in this e x p e r i m e n t  
w it h  your c l a s s m a t e s .  T hank you.
T h e r e  are three t a s k s  in this e x p e r i m e n t ,  w h i c h  can be 
f i n i s h e d  in a p p r o x i m a t e l y  1 5-20 m i n utes. The first task for 
you is to name the t h r e e  most i m p o r t a n t  pi e c e s  of financial 
i n f o r m a t i o n  from the fi n a n c i a l  s t a t e m e n t s  in a s h o r t - t e r m  
c o m m e r c i a l  lend i n g  dec i s i o n .  The s e c o n d  and third tasks are 
to d e t e r m i n e  the m a x i m u m  cre d i t  lines a p p r o v e d  and the 
m i n i m u m  i n t e r e s t  r a t e s  c h a r g e d  r e g a r d i n g  the loan 
a p p l i c a t i o n  of t h r e e  h y p o t h e t i c a l  compa n i e s .
All t h r e e  c o m p a n i e s  are s e e k i n g  to o b t a i n  a line of credit 
for the next 12 m o n t h s  from the bank for which you work.
The c o m p a n i e s  are p l a n n i n g  a g g r e s s i v e  m a r k e t i n g  c a m p a i g n s  
and feel that they will need a d d i t i o n a l  w o r k i n g  c a p i t a l  to 
carry an i n c r e a s e  in a c c o u n t s  r e c e i v a b l e  and inventory. The 
line of c r e d i t  will be s e c u r e d  by c u r r e n t  assets. No liens 
c u r r e n t l y  e x i s t  on the c u r r e n t  assets. A s s u m e  that your 
b ank does not limit you on the size of the loan that you may 
g rant and that your b a n k  is not l i m i t e d  in the am o u n t  of 
funds that are a v a i l a b l e  to lend. In a real s i t u a t i o n ,  you 
w o u l d  have more i n f o r m a t i o n  to make the a s s e s s m e n t .  
N e v e r t h e l e s s ,  to the best of your ability, pl e a s e  i n d i c a t e  
the m a x i m u m  amo u n t  of a line of cr e d i t  and m i n i m u m  i n t e r e s t  
ra t e  (above prime) that you w o u l d  r e c o m m e n d  in each case. 
Now, p l e a s e  read the m e s s a g e  on the s c r e e n  of the t e r m i n a l  
and get started.
If you are i n t e r e s t e d  in r e c e i v i n g  a c o m p l i m e n t a r y  report on 
the f i n d i n g s  of this r e s e a r c h ,  just w r i t e  your name and 
a d d r e s s  on the next p a g e  and drop into the R e t u r n  A d d r e s s 
Box w hen you c o m p l e t e  the e x p e r i m e n t .
N A M E : _____ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
A D D R E S S :_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
C i t y :   S t a t e ________ Zip
Do you hav e  any c o m m e n t  on this i n t e r a c t i v e  e x p e r i m e n t ?
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